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What special duties does an accountant demand in a 
fountain pen? It must be a pen of light touch, that will 
not tire the hand, and one that will write fine uniform 
figures. It must not blot nor flood but provide a ready and- 
free flow of ink under all circumstances, and all of us 
demand a pen that will not sweat and soil the fingers, and 
that may be carried in any position without leaking. 
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fully meets all of these requirements. The nib is specially 
built to write without pressure and only needs to be guided. 
Writer’s cramp is unknown even after long sessions of 
writing, and so little ink is deposited that blotting is un- 
necessary. 
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American Institute of Accountants 
BOARD OF EXAMINERS 
May, 1918, Examinations 
Auditing 
MAY 16, 1918, 9 A. M. TO I P. M. 


The candidate is required to answer all of the following 
questions: 


1. What would you consider satisfactory evidence of the 
correctness and propriety of expenditures of the following 
classes: 


Wages paid 

Land purchased 

Commission paid to bankers for sale of bonds 
Salary of president 

Expenses of president 

Pensions paid to ex-employes 

Directors’ remuneration? 


2. Give either the classification of notes and accounts receivable 
suggested in the Federal Reserve Bulletin for April, 1917, 
for use in audited statements for credit purposes, or an 
alternative classification, 


3. How is the position of an auditor affected if the system of 
the concern under audit is defective: 


(a) As to internal check 
(b) As to cost methods? 
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4. In the machinery account of a company under audit, you 


find the following among other items: 


Dr. 
Purchase of two machines, 
type A, including freight. 
Cost of removing a disused 
machine, type B, to make 
room for new machine... 
Cost of installation of two 
new machines ...... en 
Alterations to four type C 
machines, necessitated by 
change in product....... 
Cost of moving two ma- 
chines from building A to 
building B to permit of 
more economical opera- 
tion, including reinstalla- 


The balance on machinery depreciation account shows an 
increase for the year of the amount provided out of 
income which is computed at the rate of 4% on the balance 
of machinery account at the commencement of the year. 
The method of keeping the machinery and machinery 
depreciation accounts has been in force from the commence- 

Draft your comments as auditor of 

these accounts, assuming that no items other than those 


ment of operations. 


Cr. 
Sale of old machine, type 
A (less cost of removal 


and freight) .......... .. $1,264 


Sale of old machine, type B 


above mentioned call for any comments. 


5. Prepare a programme for an annual audit of the accounts 
(It is not necessary to deal with special 
transactions, such as occur in connection with the original 
creation of a trust.) 


of a trust estate. 


6. Draft a form of audit certificate to accompany a balance- 
sheet which is to be published in the annual report of a 


corporation. 


7. State two methods which have been used to conceal thefts 
of cash and also procedure in an audit which would 


disclose such irregularities if they should exist. 
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8. What is the extent of an auditor’s responsibility in respect 
to the classification of assets and liabilities in a balance- 
sheet which he certifies ? 


9. Outline the work which should be done in connection with 
notes and bills payable in an audit for credit purposes of 
a merchandising company. 


10. How would you proceed if the accounts of a corporation 
which you were auditing were in your judgment incorrect 
and you were unable to induce the officers to make the 
changes you deemed imperatively called for 


(a) If you had been elected as auditor by stockholders 

(b) If you had been appointed by the directors 

(c) If you had been instructed by the president on the request 
of the company’s bankers or note-brokers? 


Commercial Law 
MAY 16, 1918, 2 P. M. TO 5:30 P. M. 


Give your reasons for all answers 


The negotiable instrument act will govern the correct- 
ness of the answers I to 6 inclusive. 


Negotiable Instruments 


Answer three of the following six questions but no 
more. 


1. A promissory note is by its terms payable in stated instal- 
ments with a provision that upon default in payment of 
any instalment or interest the whole shall become due. 
To what extent is the negotiability of the note affected 
thereby? 


2. A executes and delivers to B an undated negotiable note, 
payable 60 days after date. B inserts a wrong date (not 
the date of delivery) and the note passes in due course 
to C. What is the effect of the insertion as to the maturity 
of note as to C? Does it avoid the instrument in his hands? 
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Must the authority of an agent to execute and deliver notes 
or cheques for and on behalf of a principle be in writing? 


New York, February 20, 1918. 
Thirty days after date I promise to pay to the order of 
A B one thousand dollars. 
Signed, JNO. HENDERSON, 
By Wm. Henderson, 
Atty.-in-Fact. 


The note passes in due course to an endorsee. The agent 
has exceeded his authority in executing and delivering the 
note. Is the principal liable or not? 


What is the legal effect of a forged signature to a negotiable 
instrument ? 


What correction may a payee or endorsee whose name has 
been improperly spelled in a negotiable instrument make? 


Answers to questions 7 to 17 are governed by the 
common law. 


Contracts 


Answer three of the next following five questions but 
no more. 


When is time of the essence of a contract (a) at law, (b) 
in equity? 
What is the rule for the appropriation of payments made 


by a person who owes several interest bearing debts to 
the same creditor? 


What is a tender to perform a contract and what is its 
effect ? 


In what ways may a contract be discharged by operation of 
law? 


When was a sale complete so as to pass title at common 
law, and how did the statute of frauds and perjuries 
change this? 


404 


44 
5 
} 
4 6. 
7. 
8. 
10 
1 1 


12. 


13. 


14. 


15. 


16. 


17. 


American Institute of Accountants 


Corporations 


Answer two of the following five questions but no more. 


What is the distinction between the capital and the capital 
stock of a corporation and how is the value of the stock 
measured and determined ? 


ee 


Under what conditions may a corporation become the owner 
of its own capital stock? 


What are the characteristics of preferred stock, and what 
are the rights of the holders thereof as to dividends and 
guaranteed dividends and preference in distribution of 
capital on liquidation? 


Is the agreement between the shareholder and the corpora- 
tion that all shares shall be deemed fully paid up effectual 
as against creditors? Explain. 


What is the preference on the part of stockholders to sub- 
scribe to new shares upon increase of capital? 


Partnership 
Answer to this question is required. 


What are the rules which must be observed in adjusting the 
accounts of partners in liquidation: 


(1) as to payment of losses 
(2) as to application of assets? 


Income Tax 


Answers to this question are governed by federal tax 
laws and are required. 


18. What are the provisions of the income tax and war tax 


laws as to the deduction from profits of the amounts paid 
for income tax and war or excess profits tax during the 
fiscal or calendar year? 
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Accounting Theory and Practice 
PART I 
MAY 17, 1918, 9 A. M. TO 1 P. M. 


The candidate is required to answer questions I and 2 


and four other questions: 


$18,700.00 


217,850.00 


1. 
BALANCE-SHEET 
December 31, 1916 
ASSETS 
$3,000.00 
Inventories : 

154,500.00 

55,000.00 

Less reserve for depreciation 14,000.00 80,000.00 
Machinery and fixtures.......... 81,000.00 

Less reserve for deprecia- 

Deferred charges: 

LIABILITIES 
$275,000.00 


Capital stock: 


$236,550.00 


a 
180,000.00 
1,100.00 
™ 
417,650.00 
a 52,850.00 | 
al $470,500.00 
290,500.00 
100,000.00 
$470,500.00 
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The foregoing was the balance-sheet of a corporation, 
December 31, 1916, incorporated January 1, 1910, and 
during the ensuing year there occurred the following 


transactions : 
Raw material inventory increased..........cseccccccccccccces 64,000.00 
60,000.00 
Finished goods inventory decreased......cccsccscccccccccccces 36,000.00 


Notes payable have been renewed as they became due, except 
that $100,000.00, held by the largest owners in the com- 
pany, has been donated to the company, 


$5,000.00 of 342% Liberty bonds have been 


$2,000.00 has been donated to the Red Cross 2,000.00 


NOTEs: 

Depreciation on buildings, estimated life 47 years, beginning 
January 1, 1910, 

Depreciation on machinery, estimated life 27 years, beginning 
January 1, 1910. 

Accounts receivable were $45,000.00, and accounts payable 
$15,000.00 at the ciose of the year. 

There was accrued interest payable $2,500.00, December 
31, 1917, 

Prepare an operating and profit and loss statement for the 
year and a balance-sheet as on December 31, 1917; and 
calculate taxes to be paid to the United States government. 

The pre-war profits were respectively $14,000.00, $8,250.00 
and $5,500.00, for the years 1911, 1912 and 1913; and 
the invested capital for the corresponding years 
$160,000.00, $160,000.00 and $140,000.00. 


2. During the year ended December 31, 1917, the A. B, C. 
Cotton Mills produced 3,893,000 pounds of finished pro- 
duct. There were turned into the mill during the year 
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4,250,000 pounds of cotton, costing $750,000.00, and 175,000 
pounds of yarn, costing $60,000.00. The stock in process 
at the beginning of the year amounted to 150,000 pounds 
valued at $20,000.00, and at the end of the year to 200,000 
pounds, valued at $60,000.00. Waste produced during the 
year was 420,000 pounds and realized $26,000.00. The 
factory expenses were: superintendence, $5,000.00; labor, 
$160,000.00 ; fuel, $20,000.00; oil, $1,500.00; mill supplies, 
$12,500.00; burlap, $4,500.00, and starch and sizing, 
$7,500.00. For its finished product sold the company 
realized $1,250,000.00. On the first of the year the value 
of the finished product on hand amounted to $26,000.00, 
and at the end of the year to $78,000.00. The selling 
expenses of the company amounted to $80,000.00, its 
general expenses to $22,500.00, and its extraordinary 
expenses not applicable to the cost of production to 
$50,000.00. 

Prepare a comprehensive income account covering the year’s 
operations and give statistics as to the sales and cost of 
production per pound by items with the invisible gain or 
loss during the year on cotton passing through the mill. 


With what accounts of a bankrupt company would you open 
the books of the receiver? State your reasons for so doing. 


Mention three classes of transactions which a debit item may 
represent in a personal account, 


You are asked by a client to discuss with him the question 
of reserves for depreciation and depletion of his various 
capital assets. State your position on this subject and 
enumerate the considerations you would advance in support 
thereof. Would you or would you not be guided by the 
rules laid down by the internal revenue authorities in decid- 
ing upon the rates to be used? 


Explain what is understood by a “book inventory” and indi- 
cate in what circumstances and for what purposes you 
would consider such a record to be of use in a manufac- 
turing business 
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(a) For current information 

(b) For use in the preparation of interim statements of accounts 

(c) For use in the preparation of final yearly or half-yearly 
accounts. 


Assuming your client decided to rely entirely upon such book 
records, what steps should be taken to guard their 
accuracy? 


7. What particular features is it necessary to bring out in the 
preparation of the annual accounts of a municipal or county 
government ? 


8. You are called upon to advise a client who has large dealings, 
both buying and selling, with foreign countries, involving 
questions of foreign moneys and exchange. What general 
principles would guide you in advising him? 


9. How should a re-appraisal of capital assets be treated on the 
books of a going concern 


(a) When it involves an appreciation 
(b) When it involves a depreciation? 


Is such appreciation or depreciation a consideration which 
should be reflected in a return of net income to the federal 
authorities for income and excess profits tax purposes? 


Accounting Theory and Practice 
PART II 


MAY 17, 1918, 2 P. M. TO 6 P. M. 


The candidate is required to answer questions I and 2 
und four other questions: 


1. Smith, Hill and Davis form a partnership under an agree- 
ment that Smith is to have a salary of $200.00, Hill 
$150.00, and Davis $100.00 a month respectively. The 
profits are to be divided in proportion to the amount of 
business secured by each partner. The partners are to be 
individually responsible for any direct losses arising from 
their own business. 
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They are in business nine months, at the end of which time 
their books state as follows: 


$5,310.00 
3,100.00 
3,200.00 
2,468.50 


They then decide to rescind the salary agreement, treating 
any salary drawn as an advance, but otherwise to divide 
the profits according to the original arrangement. 

You find errors during the nine months’ period, namely: 


Office furniture, charged to operation............ $65.00 
Funds lent by Davis, credited to his salary account 400.00 


and open items not entered on the books as follows: 


Smith’s salary (ninth month).................26. $200.00 
Hill’s salary (ninth month)................eee00- 150.00 
130.00 
6.00 
50.00 
15.00 


Accounts receivable, Smith’s business, uncollectible 210.00 


and that the sales represent a gross profit of 100% over 
cost of merchandise. 

State the journal entries necessary to readjust the accounts; 
and prepare a corrected profit and loss account and a 
statement of the distribution of the profits. 


2. The A company buys on January Ist 95 per cent. of the 
stock of the B company. 
The balance-sheet of the latter company on that date is as 


follows: 
ASSETS LIABILITIES 
Property account .... $1,000,000 
Current assets ....... . 100,000 


Current liabilities .... 250,000 


$1,350,000 $1,350,000 


pays 
> 
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The A company pays par for 90 per cent. of the stock and 
120 for 5 per cent. of it. 


During the next six months a doubtful claim of the B 
company, which prior to January Ist had been written off, 
turns out to be good and $5,000 cash is realized on it. 


At the end of the first six months B company has made 
$100,000 net profit from operations, and a dividend of 
$200,000 is paid. 


In making up a consolidated balance-sheet of A company 
and its subsidiary at January Ist (date of purchase), state, 
giving briefly your reasons, how you would treat: 


(a) A company’s interest in the B company. 

and at July Ist 

(b) The doubtful claim recovered. 

(c) The dividend paid. 

(d) The interest of outside B stockholders in B company. 


3. In auditing the books of a corporation you find that, in order 
to provide a sum to redeem a mortgage of $100,000 falling 
due at the end of 10 years, a reserve of $8,000 per annum 
has been set aside annually for three years, but that, con- 
trary to intention, the company has failed to accumulate 
interest thereon. Assuming interest at 4 per cent. (convert- 
ible annually) what should have been the total accumula- 
tions to date, and what amount should now be set aside 
annually for the next seven years in order to complete the 
sinking fund? (1.04)*= 1.31593. 


4. Describe the following and state some of the respective 
advantages and disadvantages of each: 


(a) Voucher system. 
(b) Loose-leaf system. 
(c) Cash journal. 


5. Name two methods of distributing the overhead or indirect 
expense of a factory so as equitably to transfer such 
expense to the cost of the different articles manufactured. 
What advantage has either method over the other? 
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6. Should a manufacturing concern invoice its goods sent to 
a branch house (1) at selling price, or (2) at the prevailing 
wholesale price of the same or similar goods obtainable in 
open market, or (3) at cost? State the reasons fully. 


7. (a) What books of record are necessary, in addition to the 
books of account, for a corporation existing under the 
laws of your state? 

(b) Of what value would such records be for the purposes 
of an audit? 


8. What general principles should be observed in differentiating 
between capital and revenue expenditures ? 


9. Give illustrations of “diminishing” or “wasting” assets. How 
should they be treated ? 


2 
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Do Exchange Sales Pay? 
By H. Gorpon SMITH AND LENT D. Upson. 


Exchange sales are an essential feature in the marketing of 
many classes of product, particularly specialties the market for 
which is limited. These exchange sales present a serious problem 
in many different lines of business—typewriters, adding machines, 
scales, cash registers, automobiles, pianos, sewing machines and 
many others. In making a sale to a customer who already owns 
a machine of similar character, the salesman allows a reduction 
from the regular list price in return for the old machine. These 
discounts are sometimes large. The allowance for a used cash 
register often amounts to 60 per cent. of the list price of the new 
register sold, and some typewriter companies make allowances 
for old machines which amount to as much as 80 or 90 per cent. 
of the special prices quoted to large purchasers of new type- 
writers. Such sales naturally prompt the question: Do exchanges 
pay? 

This question has been the subject of an exhaustive investiga- 
tion by one manufacturer, and some of the facts and conclusions 
have a general application. 


In the past this particular company had considered all its sales 
together, whether straight sales (i. e., having no exchange allow- 
ance) or those involving an exchange allowance. If the net result 
of all sales was a profit, the corporation was satisfied. 


Then came the war, the loss of nearly all foreign business and 
red figures in the profit and loss account. Accountants and special 
investigators were called in. An examination was made of some 
individual exchange sales, and this seemed to indicate many very 
unprofitable transactions. In many cases large allowances were 
made for machines which were worth only their value as scrap. 
Such allowances wiped out all the profit on the machines sold 
and caused a considerable loss. 
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Here is one typical example: 


Exchange allowance, 60% on 

$400 machine $240 

Scrap value 25 
Net allowance 215 
Commission, 30% on $260 ($500 less $240) 78 
Cost and other expenses 300 
593 
Loss 93 


It will be noticed that in the example given the value of the 
exchange machine is very small—a machine which sold for $400 
being worth only $25 as scrap. But suppose this particular 
machine was one which could still be used. A machine worth $25 
as scrap may have a sale value of several hundred dollars in the 
used machine market. This inevitably brings up the second-hand 
problem. Second-hand sales are an invariable accompaniment 
of a specialty product which has a longer mechanical than com- 
mercial life. 


An automobile gets in the second-hand market because its 
owner wants a better looking, more up-to-date machine. A cash 
register or a scale or an adding machine or a similar specialty 
product is offered for sale as second-hand for the same reason 
or when a business failure occurs. So it seems that a second- 
hand sale for specialty products is bound to exist. It does exist 
to a very considerable extent in the sale of the products of the 
company which made this particular investigation. 


The company was doing a little of this business itself, but 
found that very much more was being done by independent 
second-hand dealers. That was before the second-hand and 
exchange problems were analyzed. It had been a company policy 
to attempt to clear the market of second-hand products. This 
was done by offering high exchange allowance which kept 
machines away from second-hand dealers. These exchanged 
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machines were not then sold as second-hand, but if in sufficiently 
good condition and of recent construction they were rebuilt and 
resold as new. It was only necessary to tear them down to a 
certain point, replace worn parts with new, re-inspect, refinish 
and re-sell at the same price as machines which were built up 
entirely from raw material in the factory. The other machines 
were scrapped and were worth only their value as scrap metal. 
Numbers of machines which might well have been sold as second- 
hand and have given several years’ service were thus scrapped 
in order to clear the market—an expensive method of keeping the 
factory at work on new products. Unless the usefulness and 
therefore the exchange allowance for such machines is very small, 
the cost of such a policy is eventually bound to be prohibitive. 

On the other hand, there were some serious drawbacks to 
entering actively into the second-hand business. It was not con- 
sidered advisable to build up a separate sales organization to 
handle second-hand business, and an active participation in this 
business was bound to divert to some extent the energies of the 
sales force frc the promotion of new sales. Then, too, the 
mere fact that the manufacturer offered products for sale as 
second-hand would encourage and increase the second-hand 
demand for them. . 

The conclusion was that the company would go into the 
second-hand business, but that it would go rather gingerly. The 
company would not solicit second-hand sales, but would make 
every effort to fill the second-hand demand, realizing that it would 
have to make second-hand sales to some prospective customers 
to whom a new machine could have been readily sold had no 
second-hand machine been offered by any one. 

The second-hand dealers with whom the company was com- 
peting were not only getting such sales, but they were going to 
men on whom the company salesmen had spent many hours of 
development work. When the second-hand dealer sold such 
prospects, all the time spent by the manufacturer was lost. 
The more the manufacturer could control the second-hand busi- 
ness the less often such waste of time would occur. 

A considerable degree of control of the second-hand market 
was possible to this manufacturer and of great importance to 
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him because of the fact that second-hand sales so frequently 
interfered with the sale of his new machines. To many other 
manufacturers facing the exchange problem, this particular con- 
sideration is of less importance because second-hand sales do not 
largely interfere with new business. Furthermore, this manu- 
facturer had an opportunity, not usually available, of a substan- 
tial control of the market for his used machines. 

After consideration, the following preliminary decisions 
were made as a basis of the new second-hand policy: 


(1) To sell as second-hand all machines formerly scrapped 
except those which were really worthless ; 


(2) To sell as second-hand certain machines formerly rebuilt 
when such machines were in active second-hand demand 
and when as much or more profit could be realized ; 


(3) To rebuild, even at a loss, machines for which there was 
little second-hand demand in order that the market should 


not be glutted ; 


(4) To rebuild all machines of recent model in order that 
second-hand purchasers should be limited to inferior 
goods ; 

(5) To arrange the new exchange schedule so as to offer 
special inducements for machines in active second-hand 
demand. 


How this was calculated and how the amount of profit secured 
from the sale of second-hand machines and of rebuilt machines 
was determined will be discussed later. 

It was regarded as fundamental that every sale should show 
a profit whether a straight new sale, a second-hand sale or an 
exchange sale. Exchange allowances, it was decided, should be 
made on such a basis that after a proper credit had been made 
for the value of the exchanged machine there would be a profit on 
the exchange sale. 

This was a new policy. In the past this company, like many 
others, considered that any loss which might be sustained on 
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exchange sales should be distributed over all sales, both straight 
and exchange ; and when losses from exchange sales increased, this 
loss was counterbalanced by increasing the price of all machines. 
Little attention had been paid to the fixing of exchange allow- 
ances in accordance with the value of the machine taken. A 
convenient blanket percentage plan of exchange schedule had 
been used, the exchange allowance being reduced 10 per cent. 
every three years, regardless of the machine exchanged. If this 
machine was scrapped and a large loss sustained on the sale, that 
was simply part of the loss to be spread over the sale of all 
machines. The percentage of exchange allowance tended to be 
high. Thus the proportion of exchange sales continued to grow 
until it was over one-third of the total business and going up. 

Additions to the plant had to be made to take care of the 
growing business of the company, bringing with them naturally 
corresponding increases in the administrative organization; and 
such increases were being made to accommodate a business, one- 
third of which arose from exchange sales made on an unprofit- 
able basis. Some department heads argued that though these 
exchange sales themselves appeared unprofitable, they all bore 
their share of the factory overhead and general administration 
expenses and thus kept down the cost of the entire product. 
“But,” said the head of the business, “why should I manufac- 
ture a portion of my products at a loss to keep down the percent- 
age of cost on all my products? I might as well make machines 
and give them away in order to reduce costs.” 

He was perfectly willing to do as many other manufacturers 
do—sell certain things at a smaller profit than others, using the 
low profit articles as grocers used to employ sugar, as a “leader” ; 
but he was too good a business man to believe that he could make 
money by selling a part of his main class of products at an 
actual loss. He had to face the fact that his factory had been 
expanded beyond the needs of the actual profitable business of 
the company. It was pointed out that a large proportion of these 
expenses would continue with little reduction if he refused to 
make such exchange sales and that a larger burden would thus 
have to be carried by straight sales. It was difficult to face these 
facts and remain determined that, even though a portion of his 
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factory should be shut down for a time, exchange sales must be 
put on a profitable basis. Other manufacturers in face of a 
similar problem, would probably determine to go slowly, grad- 
ually to reduce exchange allowances, to take time to give their 
factories and their sales force an opportunity to readjust them- 
selves to the changed conditions. 

The longer such a readjustment is deferred the larger the 
proportion of exchange sales grows and the more difficult it is to 
make the change. It is far better to face the problem squarely 
early in the game, to make a logical separation of profit and loss 
on straight and exchange sales, and to formulate for all time 
an exchange policy which will result in a profit on both classes of 
business. 


How SHALL PRoFits ON STRAIGHT AND EXCHANGE SALES 
BE SEPARATED? 


Even before the final readjustment of the exchange policy, 
this manufacturer had his monthly profit and loss statement 
arranged with a division between straight and exchange sales. 
At first, this very simple type of statement was used: 


Straight Exchange 
sales sales 
List price 


Cost 
Gross profits 


Net exchange allowance 
Commission 


Other selling and 
administration expense 


Total expense 
Net profit or loss 


Other selling and administrative expense was charged against 
each class of sales, in proportion to the list price of machines sold, 
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It was later found upon analysis of this account that a smaller 
proportion should be charged against exchange sales and a larger 
share against straight sales. 

For example, one large item of expense included was “loss 
on cancellations.” It was found, however, that this was much 
less in the case of exchange sales than on straight sales. The 
customer in the exchange sale, having given up his old machine, 
had a considerable equity at stake and was therefore much less 
willing to permit a cancellation. It was found that the percentage 
of loss on cancellations on exchange sales was only one-third as 
large as on straight sales. 

Possibly some other items included in “other expenses,” such 
as advertising and cost of administration, should not be charged 
to exchange sales in as large proportion as to straight sales. 
However, the proportion should not be reduced unless there is 
some very definite evidence that the actual expenses are less. In 
the case in point, no such reduction was made. 

As a practical proposition, probably the most important factor 
in preparing this profit and loss statement and in determining 
an exchange policy is this: How much is the machine taken 
worth? If it is scrapped, the answer is simple—and the value is 
small—the scrap value. In many cases, however, the exchanged 
machine has a considerable market value and need not be scrapped. 
It may be thoroughly overhauled, rebuilt and sold at full list price. 
Or if it is too old to sell as new, it may be repaired and sold 
at a discount as second-hand. In either of these cases the value 
is the price secured, either at list or second-hand, less the cost 
of repairing or rebuilding, and less the cost of selling. 

It must not be thought that the cost of selling is at all a 
minor item to consider—even in the case of second-hand sales. 
Some of the elements of expense to be included are: 


Commission, 

Collection expense, 

Cancellation expense (nearly always large when machines 
are sold second-hand), 

Cost of maintaining guarantee (if any), 

Sales administration expense—recording, supervision, 
management, cost of transportation, etc., 

Advertising—in some cases this is probably not chargeable 
to second-hand sales. 
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IMPORTANCE OF ASCERTAINING Correct Cost oF SELLING 
EXCHANGED MACHINES 


The exact details of the accounting for exchanged machines 
need not be discussed, but an example will show the method: 


2-year-old 3-year-old 
machine machine sold 
rebuilt and second-hand Scrap machine 
sold at list at 70% of list 10 years old 
List price $400 $280  Valueofscrap $20 
Commission 30% 120 25% 70 Costofscrapping 5 
Scrap value $15 
Cost of selling excluding such 
selling and ad- 
General adminis- ministration ex- 


tration expense 30% 120 penses as are 
not chargeable 
to second-hand 


sales 
Cost of rebuilding 20 20% 56 
15 
Profit 30 30 
“270 “171 
Rebuilt value 130 Second-hand 
value 109 


It is absolutely essential that in determining the exchange 
policy to be followed, a true value should be placed on the machine 
taken in exchange, and this value will not be rightly determined 
unless all factors which enter into the cost of selling the exchanged 
machine are fully appreciated and rightly valued. 

On the other hand, it is equally important that the expense of 
selling exchanged machines shall not be over-estimated. That 
would mean an under-valuation of the used machine and allow- 
ances so low that second-hand dealers would be able to pay more 
in cash than the manufacturer’s allowance. 

Many concerns set their exchange allowances on a purely 
arbitrary basis, regardless of the market value of the used 
machines. The result is that frequently unnecessarily large allow- 
ances are made for machines with little or no market value, while 
for other machines in great demand in the second-hand market 
allowances are much too low. 


420 


| 
f 
; 
Lite Pa 
we) 


Do Exchange Sales Pay? 


Here are some of the unprofitable experiences of such a manu- 
facturer: 


A sales agent takes an order for a $500 sale with a $100 
exchange allowance. But before the new machine can be deliv- 
ered, along comes Mr. Second-hand Dealer and offers $125 for 
the old machine. The customer takes it, of course. The manu- 
facturer loses a machine which he probably needs to fill a second- 
hand order he is holding; and if he is paying commission on the 
net amount of the sale, as is customary, he must pay it on $500 
instead of $375, which would have been the net price if 
sufficient allowance had been made to secure the old machine. 
Such cases occur not once but hundreds of times. 


Or worse still, the second-hand dealer who gets in touch with 
the customer to whom the manufacturer will not make a sufficient 
allowance may not only get his old machine, but may convince 
him that it is not worth while to pay the $500 for the machine in 
which the agent of the manufacturer had interested him. ‘The 
second-hand dealer has a second-hand machine of almost the same 
model which he will sell for $400. So the manufacturer not only 
fails to get the old machine, but loses his new sale as well. 


Sometimes, also, when the manufacturer’s allowances are too 
low, his sales agent is tempted into making a side agreement with 
a second-hand dealer. Sometimes an agent finds a customer with 
a marketable machine and will not try to make an exchange sale 
but will call in the second-hand dealer to buy the old machine, 
while the agent makes a “straight sale of the new machine.” The 
agent gets commission on the full list price of the new machine 
sold. ‘The second-hand dealer is willing to pay him a small com- 
mission for being put in touch with the old machine and agrees 
to sell the old machine outside the territory of this particular 
agent. 


So it is as important that a. used machine should not be under- 
valued and that allowances should not be too small as it is that 
allowances should not be too large because of an over-valuation 
of the used machine. The old exchange policy which makes no 
attempt to place a true valuation on used machines frequently 
errs both ways. 
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How SHALL A SCIENTIFIC EXCHANGE SCHEDULE BE PREPARED? 


This company, having readjusted its second-hand policy and 
determined upon a logical method of calculating profits on 
exchange sales, decided to adopt a new exchange schedule which 
should meet the following requirements : 


1, There must be a profit on every sale; 


2. Sufficient allowance should be made to promote exchange 
sales on the most profitable basis possible ; 


3. The form must be sufficiently simple to be readily under- 
stood and used by a large sales organization and to be 
administered without undue expense. 


To carry out these requirements, the exchange schedule 
adopted was divided into three parts—first, for machines to be 
sold second-hand; second, for machines rebuilt and resold as 
new; third, for machines scrapped. 

It will be remembered that the valuation put on machines to 
be resold was the price secured, less the cost of repairing or 
rebuilding, less the cost of selling, less profit, and the value of 
machines scrapped was simply the value of the scrap in them 
less the cost of scrapping. 

When this method of valuation was applied to machines to 
be sold second-hand it was found that the net value so determined 
was slightly less than the market value of these machines, deter- 
mined by the price second-hand dealers would pay for them. 
This indicated that the manufacturer’s cost of selling second-hand 
machines was slightly more than that of the second-hand dealer. 
But the manufacturer acquired the second-hand machines on an 
advantageous basis. The agent was paid 30 per cent. commission 
on his sales, i. e., on list price less exchange allowances. So if the 
agent made an exchange allowance of $100, his commission was 
reduced by 30 per cent. of this amount. Or to express it in other 
words, the agent paid for 30 per cent. of every exchange allow- 
ance made. 

Thus the first cost to the manufacturer of an exchanged 
machine constituted only 70 per cent. of the exchange allowance 
which could be made, for the agent would contribute the other 
30 per cent. In these circumstances, the manufacturer could 
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afford to secure his allowances and to pay more for the second- 
hand machines than the second-hand dealer could profitably pay. 
At the same time his agents knew the market prices usually pre- 
vailing and that they could earn more commission if they secured 
exchanged machines at less than the maximum allowance per- 
mitted. On the other hand, agents had leeway to go higher than 
the second-hand dealer could afford to go, which of course did 
not help the business of the second-hand dealer. Thus, allowances 
for second-hand machines were taken care of in a most satisfac- 
tory manner. 

it was decided that machines of very recent construction and 
design should not be sold as second-hand, but should be rebuilt 
and resold as new. ‘There were also some less recent machines 
which were in small demand as second-hand and were rebuilt. 
‘The value of these machines was determined in the same manner 
as the value of those sold second-hand—the price for which they 
were resold, less the cost of selling and less the cost of rebuilding. 

‘Lhe cost of selling a new machine is more than that of selling 
one second-hand because the cost of re-building is higher, a 
higher percentage of commission is paid on the new machine, and 
much more advertising expense must be incurred in the sale of 
new products. This company found these expenses so much 
higher than the cost of selling second-hand machines that there 
was actually slightly more profit in selling machines second-hand 
at 10 to 20 per cent. off the new sale price. But as this valuation 
of rebuilt machines was only 70 per cent of the exchange allow- 
ance which could be made—the agent giving up 30 per cent., his 
commission on the exchange allowance—it was still possible to 
make allowances for these machines sufficiently high to be effective 
without any sacrifice of profit on the exchange sales. 

Thus the first two classes of exchanged machines provided 
for in the schedule were those to be rebuilt and those to be resold 
as second-hand. 

The third class of exchange allowances was for machines too 
old to be rebuilt and not in active second-hand demand. ‘These 
machines could only be scrapped, making their value very small. 
While these machines were of little value to the company, it was 
nevertheless desirable to make sales to customers possessing 
them. In order to make such sales it was felt that the company 
could afford to sacrifice part of its profit to do so, 
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It was decided that 5 per cent. of the price of the new machine 
could be sacrificed. The exchange allowance for machines to be 
scrapped thus consisted of 5 per cent. of the price of the new 
machine plus the scrap value of the machine taken, plus agent’s 
commission sacrificed. These elements translated into convenient 
figures equal, for machines of certain classes and age, an allow- 
ance of 143 per cent. of their value as scrap, plus 7 per cent. of 
the list price of the machine sold. Some machines in this third 
group of scrap machines were only five years old and some were 
as much as fifteen years old. Under this plan of arranging the 
exchange schedule the agent was permitted to make as large an 
allowance for the fifteen-year-old machine as for the five-year-old. 
But the company took pains to point out to the agents that it was 
to their advantage to make the smallest allowance possible. The 
smaller the allowance the larger the agent’s commission. This, 
then, was the final plan of the schedule adopted: 


Class A.—A specified list of machines in active second-hand 
demand. 


Class B.—A group of all machines not on the second-hand 
list but of sufficiently recent construction to be rebuilt. The 
allowances in this group were approximately the same as the cor- 
responding allowances in the second-hand group and were 
expressed in percentage. 


Class C.—All machines not included in groups 1 and 2. These 
were grouped and a table prepared showing for each group 
approximately 143 per cent. of the average scrap value and, in 
addition to the amounts shown in this table, the agents were per- 
mitted to allow up to 7 per cent. of the list price of machines sold. 


In formulating a schedule it was advisable to state the 
exchange percentage in round figures so that the schedule took 
somewhat the following form: 


Class A Models 49, 125, 137, 150, 200, etc. Per cent. 
Factory numbers above 2,000,000 50 
Factory numbers between 1,500,000-2,000,000 45 
Factory numbers below 1,500,000 40 
424 


| 
rs 
$ 
rine 
ee 
iy 


Do Exchange Sales Pay? ) 


Class B. All machines not listed in class A, above factory number 


500,000 
Per cent. 
Above 2,000,000 45 
1,500,000 to 2,000,000 40 
1,200,000 to 1,500,000 35 
1,000,000 to 1,200,000 30 
800,000 to 1,000,000 25 
600,000 to 800,000 20 


These exchange allowances were based on the list prices at 
the time the machine was sold, and not upon the list prices in 
effect at the time the exchange was made. 


Class C. 
All type F models 50.00 
All type E models 40.00 
All type C models 30.00 | 
All type B models 25.00 


To these amounts add 7 per cent. of list price of machine sold. 


Accounting for Liberty Loan Subscriptions 
By ArtHurR F. Jones, C.P.A., A.C.A. 

The committee in charge of the third Liberty loan campaign in 
Portland, Oregon, decided upon a direct solicitation of individual 
subscribers rather than a recommendation that applications be 
made through the banks and as a result the required quota was 
obtained in less than a week. 

The accountants practising in Portland were asked to devise 
a system for handling the financial transactions and to be respon- 
sible for all accounting matters in connection therewith. The 
committee of four selected for this purpose received the active 
support of the accountants and their assistants. The American 
Institute of Bankers agreed to provide as many tellers as might 
be necessary. 

The organization of the drive had been arranged beforehand 
and consisted of a general having under him two lieutenant- 
generals each in charge of a division. A division consisted of ten 
colonels each having ten captains under him. Each captain con- 
trolled ten workers. The total was two thousand solicitors. 

Each worker was provided with a duplicate receipt book, 
supply of application cards and envelopes for containing cash 
and cards. The worker’s envelope practically formed the base for 
all accounting transactions. Its size was 10 x 6% and it is illus- 
trated below. 


THIRD LIBERTY LOAN DRIVE 
April_& 
To Lerch Bank 
This envelope contains Ace LEZ ) signed 
application forms, calling for initial payments aggregating 
You will make collection of this amount from 


- Accountant 
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At the close of each day the worker made up his envelope as 
required. It was then examined as to cash and accuracy by the 
captain and signed by him. 

It will be noticed that one column is headed, “Leave this space 
blank.” The clearing house number or initial of the designated 
bank was subsequently inserted therein by the accountant. This 
work may at first appear to be redundant but was found to be of 
considerable benefit. 

As soon as a captain had received an envelope from each of 
his ten workers he made up his daily report in the following form: 


Captains Daily Report 
DISTRICT. No. 1918 
GANS SUBSCRIBED FOR PAYMENTS 
TOTAL 
RECEIVED THE ABOVE ENVELOPES a 
COLONEL 


The colonel having received reports from his ten captains then 
made up his own report in practically the same form with certain 
minor changes. 
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Arrangements were made whereby two of the larger banks in 
the city would act as depositories and remain open each night of 
the drive. Ten colonels were assigned to each bank, reporting 
there at seven o’clock each evening. 

An accountant and teller were assigned to each colonel on 
arrival at the bank and two or three emergency accountants and 
tellers were on hand in case the work in any one cage was 
particularly heavy. 

The following instructions were given to each accountant: 

Worker’s Report 

Verify report by comparing with subscription cards. 

a. See that each card is complete and has receipt number 

entered on it. 

b. See that details on envelopes agree with card. 

c. Post in second column on envelope the number or initial 

of bank, from list furnished you. 

d. Prove totals of 

1—number of subscribers, 
2—amount subscribed for, 
3— initial payments, 
e. See that all signatures are on cards, then sign the report. 
Captain’s Report 

Verify report by comparing the envelopes. 

a. See that entries are proper by comparing with envelope 

and enter number of subscribers also, 

b. Prove all totals; see that report is signed properly; then 

sign yourself. 
Colonel’s Report 

Verify in same manner as captain’s report, except that com- 
parison will be made with ten captains’ reports instead of envel- 
opes. Be sure to enter number of subscribers. 

Bank Reports 

When all cards and envelopes are verified, sort cards by banks; 
then prepare list for each bank on split adding machine, showing 
list of subscriptions and list of initial payments in two parallel 
columns. 

Be careful to preserve cards in same order as listed, and 
attach tape to cards when complete. Use rubber bands only, not 
paper fasteners, 
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Prepare statement showing total subscriptions, number of 
cards and total cash due each bank. These totals must equal 
totals on colonel’s report for day. 

File empty envelopes in packages by captains. 

The envelopes were opened by the teller and the cash was 
counted. If this was found to agree with the amount called for 
by the worker’s envelope it was not counted by the colonel; but in 
case of error was counted by him and a note of the difference 
was signed by both. The envelope was then handed to the 
accountant to be checked with the cards, which were contained in 
a separate envelope. Particular care was necessary to see that 
the amount of the initial payment agreed with the reports as, after 
the cards had been sorted by banks, identity between the cards and 
the envelopes was, to a certain extent, lost, and errors were difficult 
to trace. Applications unaccompanied by cash or by less than the 
five per cent. subscription were laid aside and not included in 
the totals. The duplicate receipts were not examined by the 
accountant as they were in the possession of the worker. This 
had already been done by the captain and a subsequent check was 
eventually made by the auditing committee. The accountant 
having checked all details then sorted the cards by banks and 
prepared adding machine lists. Where a bank was not designated 
the cards were sorted to the “Liberty loan committee,” to be 
subsequently allocated by that committee. The accountant then 
made up his report in the form shown on page 430. 

The totals shown by banks of course agreed with those shown 
by the colonel’s report and the amount of cash agreed with the 
teller’s deposit slip. 

This report was handed to the accountant in charge, who saw 
that the totals agreed and examined the cards to see that the 
sorting had been correctly done. This was found to be particu- 
larly necessary as there are many “First National” banks and a 
good deal of similarity in names. 

The accountant in charge opened ledger accounts with each 
bank and posted the details from the accountants’ reports. The 
total by banks then agreed with the total of the ten colonels’ 
reports and the cash with the amount reported by the chief teller. 

The cards were then sorted to the various banks by packages 
and the number of packages checked back with the ledger 
accounts. 
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THIRD LIBERTY LOAN DRIVE 


Accountant's Report to Chief Accountant 


April____.1918 
Colonel 
2 Canadian Bank of Commerce 
4 First National Bank 
5 Ladd and Tilton Bank 
6 Bank of California 
; 11 | United States National Bank 
14 Security Savings and Trust Co. 
17 Hibernia Savings Bank 
18 Northwestern National Bank 
Other Banks (specify im detail) 
“petal 
Accountant 


The cards were placed in their respective envelopes which 
were properly endorsed. A form of the envelope is given on the 
opposite page. 

The next morning a report was made to each depository 
directing the distribution of the amount received, the cards being 
subsequently delivered to the designated bank together with a 
cheque drawn on the account carried by the depository, signed 
by the chairman, 
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1918 
CORRECT AS TO CasH 
WORKER COLONEL 
CAPIAIN TELLER 
LEAVE THIS AMOUNT 
RECEIPT NO. | | AMOUNT PAD REMARKS 
TOTALS 


The working papers were retained by the accountant in charge 
who then had sufficient material for the preparation of statistics. 
All statistics required could be made up by the accountant except 
those relating to the names of the individual subscribers. 

The work involved was strenuous and naturally involved very 
late hours. On the largest day of the drive it was necessary for 
the accountants in charge to work all night and well into the next 
day. | 

It was found as an operating detail that from two hundred to 
two hundred and fifty cards could be handled on an average by 
each man. 

It was found desirable, when it could be so arranged, to have 
two extra accountants report for duty at a designated hour as 
assistants to the accountant in charge, whose hardest work came 
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after the work of the other accountants was completed. This 
would be especially necessary in the case of a long drawn out drive, 
as there is a limit to human endurance. 

Considering the large number of subscriptions handled and 
that the men engaged had already done a day’s work before coming 
on duty the number of errors was surprisingly small and, though 
the work was hardly interesting, it was conscientiously and will- 
ingly carried out by accountants and tellers and they have the 
satisfaction of knowing that it was a patriotic duty well performed. 
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Accounting for the Import Division of a Department 
Store 
By Henry C. Mace, C.P.A. 


One of the most important branches of commercial accounting 
is that which deals with import departments. Although the war 
has largely interfered with importation the matter is still of great 
consequence and in this article an effort is made to review com- 
prehensively the salient features of the accounts of the import 
division of a department store. No other business covers quite 
so varied a range of imports. 

The first stage in all purchasing is the placing of an order, and, 
after that has been duly arranged on the best available terms, the 
next step is invoicing and shipping the goods according to the 
legalized forms of the respective countries from which shipment 
is made, before the consul or authorized representative of the 
country of destination. 

Several copies of the invoices are made and the requisite 
number presented at the consulate so that proper entries may be 
made at the custom house by the importer. 


ForEIGN INVOICE REGISTER 
Start with a register in which should be entered all foreign 
invoices. 
The register of foreign invoices should show: 
. Filing number. 
Foreign number of invoice, if any. 
Foreign date of invoice. 
. Domestic number of invoice. 
. Date invoice received. 
Name and address of seller. 
. Kind of merchandise. 
. Foreign amount of invoice. 
. Amount in UV. S. currency. 
. Case number. 
11. Amount of duty. 
12. Amount of freight and charges. 
13. Landed cost of goods invoiced. 


SOMNANAWNE 
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14. Name of steamship transporting merchandise. 

15. When cases received. — 

16. Remarks and general data. 

It is as a rule vitally important that goods be quickly passed 
through the customs and placed on display, as merchandise at the 
best takes considerable time in the buying and delivery and often 
in the case of garments and millinery (advance styles and models) 
delay may be fatal to success. 

The invoices should be complete in all necessary details which 
affect rates of duty either specific or ad valorem and every facility 
should be given the customs officials to assist them in a proper 
examination and appraisal of merchandise. 


As the invoices are made up, each of the sub-accounts of the 
foreign ledger affected thereby, such as duties, ocean freight, etc., 
is credited (if the accounts have been duly charged as the items 
were incurred) and foreign purchases account charged, the 
finished invoices being numbered consecutively. 

The number of the invoice should be entered in the sub- 
accounts so that the closed out items will be easily identified as 
to their application. 

This foreign purchases account will be closed into the private 
ledger at closing of fiscal periods. 


The duty should be paid promptly and advice given the receiv- 
ing authorities as to the incoming merchandise so that the goods 
may be promptly and carefully checked and passed. The manager 
of the foreign department or qualified assistant should have facili- 
ties for checking the goods against the tariff rating where there 
is any doubt as to classification. Oftentimes goods may be entered 
at a lower rate of duty than that first assessed by the government 
appraiser and such a difference must be detected by checking and 
if justified an appeal may be taken before the board or the court. 

The duty should, however, be calculated at the paid rate if 
higher (and at the proper rate if government wrongly assesses 
the duty too low as revisions follow) and an account kept with 
the case appealed, taking into consideration all expenses incident 
thereto. 

A general account should be opened with each division of 
foreign expenses as it is incurred and the same account should be 
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credited with the respective amounts when they are distributed in 
the calculation of the various invoices to be charged into foreign 
purchases ; for example 

Foreign invoices. 

Foreign transportation charges. 

Ocean freights. 

Domestic freight. 

Cartage. 

Duties. 

Custom-house brokerage. 

Insurance. 

Sundries (including domestic freight allowance for exchange, 
buying, charges, etc.). 

Each item as it is charged into its respective account should 
be numbered and the same number noted in the transfer and 
checked on the account at the posting so that any open entries 
can be readily located and duly cleared. 


This arrangement permits a balancing of all the charges, the 
charges on the foreign ledger being balanced by the controlling 
account on the general ledger entitled “foreign purchases,” duly 
transferred on the general ledger either into trading account or 
into general purchases. 

The foreign department is one that must be very carefully 
checked up and all remittances should be made by the regular 
remittance bureau, on the warrant of the foreign department 
management duly countersigned; but no money should be paid 
directly through any but the regular remittance bureau, which 
should be segregated in its working relations to the book-keeping 
force. 

The remittance bureau should in fact be protected in its rela- 
tions in the same manner as is the cashier, and the same general 
rules against a cashier’s posting records of cash to customers’ 
accounts receivable should obtain in regard to paying clerks post- 
ing to accounts receivable account. 

Through the foreign department should pass all records per- 
taining to the importing and exporting of merchandise, but remit- 
tances should be made only through the remittance bureau on 
vouchers originating in the foreign department and duly authen- 
ticated as provided by the rules of the establishment. 
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All orders for foreign merchandise purchased should be vised 
in the foreign department before mailing and a copy retained 
therein to be checked against the foreign invoice. The landed 
cost may be thus approximated in advance and the delivery may be 
followed up independently. 

As the invoices are received they should first be registered and 
then checked against order and “rated,” that is, the respective rates 
of duty as provided by the tariff (if any) should be noted on the 
invoices and all papers pertaining to each invoice given the same 
number and filed together and vouchered in the same manner as 
the domestic invoices. 

As soon as the different items of charge are ascertained in 
regard to each invoice, the total landed cost of the goods is made 
up. 

Where the invoice is made up of several classes of mer- 
chandise differently rated and of various rates of discount, care 
must be taken in the distribution of the charges that they be 
properly apportioned. ; 

The charges should be carefully apportioned amongst the 
several subdivisions of the invoice, taking care to make the 
apportionment equitably. Sometimes the mistake is made of dis- 
tributing on the basis of the proportion the amount each sub- 
division bears to the total amount of all the sub-divisions ; whereas 
certain charges such as freight are made by the steamship com- 
pany on a cubic meter basis, which is entirely out of proportion 
to the value of the goods as compared with an equitable valua- 
tion of the other less bulky merchandise. 

For example, suppose that gloves and house furnishings were 
packed in the case and the bulk of the one was one-fourth of 
the other, while the cost of the gloves was four times the cost 
of the house furnishings. Where the freight was paid by the 
cubic meter and the distribution of the charges was prorated 
Ss according to value, the gloves would pay sixteen times the proper 
amount of freight chargeable to them. 

Bb Mistakes such as this may discourage importing, where import- 
ing would be profitable. 

After the landed cost has been calculated and the cost per 
item has been duly noted on each line, the whole invoice should 
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be proved by extending the landed cost on each line, which should 
total up to the amount of the invoice in bulk with duty and all 
other charges added. There will be a slight discrepancy, varying 
generally in accordance with the size of the invoice and occasioned 
by taking the fractional parts of a cent as a whole number in the 
calculation of the cost per item. 


When invoices are calculated the change of the foreign money 
values into United States currency values is generally at a uniform 
rate, but payment is made according to the existing rate of 
exchange at payment date. Therefore, “foreign accounts payable” 
is charged through the medium of the remittance bureau for the 
actual cash paid and also for the difference between the actual 
cash paid and the amount previously estimated in making up the 
invoice as the foreign amount of the invoice expressed in United 
States currency, the credit for the actual cash paid being entered 
in the cash account while the difference may be placed to the 
credit of “foreign exchange,” or if the difference is the other way 
the debit is to “foreign exchange.” However, the estimate should 
be on the safe side, which would show the difference on the 
credit side. 

This difference between the amount as paid and the amount as 
previously calculated credited to “foreign exchange” account 
finally passes into the loss and gain account, either directly or 
through the medium of the foreign purchases account. It reduces 
the actual foreign purchases by that much and each department 
charged with the original amount calculated when the invoice was 
prepared should be credited with its share of the amount of 
foreign exchange net credit. 

This division of the foreign exchange credit to be equitable 
should be in the proportion that the imports of each department 
calculated in each particular currency bear to the total imports 
expressed in each particular currency. 

This may readily be done if a monthly summary of imports 
by departments be made according to the different exchanges and 
the foreign valuation of each exchange purchase be noted in the 
foreign exchange account. 
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For example: 
Department No. It imports merchandise 


The same expressed in 
In foreign round figures in U. S. 


currency currency 
Sundries Fes 10000 $2000.00 

Mks 40000 10000.00 

£ 5000 25000.00 

$37000.00 

Department No. 2 imports 
Sundries Fes 40000 8000.00 

“4 £ 10000 50000.00 58000.00 


Total of sundry credits to foreign accounts payable 
and charges to foreign purchases $95000.00 


Payments as follows: 


Total Fes 50000@ 5.20 fcs for $1.00 $9615.38 
“  Mks 40000@ 95 for4mks 9500.00 
“£15000 @ $4.86 72900.00 


Total credit to cash and charge to foreign 
accounts payable $92015.38 


As foreign accounts payable account was credited with the 
amount of $95,000.00 in the matter of the above imports, a charge 
should be made to foreign accounts payable and a credit to foreign 
exchange credit account for the difference between the round 
figures calculated at arrival of invoices and the amount actually 
paid in the above case, as follows: 

Amount credited to foreign accounts payable at arrival 
of invoices as previously noted above $95,000.00 
Amount charged thereto as noted above 92,015.38 


Additional charge to foreign accounts payable and 
credit to foreign exchange credit account $2,984.62 
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Distributed as per the following: 
Foreign amount charged 


Working Foreign 
Dept. Dept. amount Amount exchange 

No.l No.2 Total charged paid credit 

Fes 10000 40000 50000 10000 $9615.38 $384.62 
Mks 40000. ..... 40000 10000 9500.00 500.00 
£ 5000 10000 15000 75000 72900.00 2100.00 


Dept. No. 1 10/50 or 1/5 exchange credit on 


fes (384.62) $76.92 
Dept. No. 1 40/40 or 5/5 exchange credit on 
mks (500.00) 500.00 
Dept. No.1 5/15 or 1/3 exchange credit on 
£ (2100.00) 700.00 $1276.92 
Dept. No. 2 40/50 or 4/5 exchange credit on 
fes (384.62) 307.70 
Dept. No. 2 10/15 or 2/3 exchange credit on 
£ (2100.00) 1400.00 1707.70 


$2984.62 


THE PAYMENT OF CustoMs DUTIES AND CHARGES 


All invoices should be “rated,” i. e., the respective rates of 
duty should be noted in line with each class of goods invoiced, and 
this rating should be thoroughly checked by an auditor after 
having been separately vertified by comparison with the custom- 
house broker’s duty bill. 

All payments of duties should be vouchered under the super- 
vision and approval of the head of the foreign department or 
qualified assistant and then paid through the regular remittance 
channels. 

The same clerk should never make up a voucher and remit 
for it, if another method may be followed with any degree of 
practicability. 
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Where merchandise is imported coming from the interior of 
a foreign country, the forwarding charges should be carefully 
checked, as such items are often paid as advance charges and 
collected by the final delivery agent and might be recklessly 
advanced because easily collected. If not checked, an overcharge 
would never be discovered or recovered. 

A bulletin should be posted of all incoming foreign merchandise 
with name of vessel and time of expected arrival, all buyers being 
notified of goods en route for their divisions. 

A survey of the distribution of each invoice should be com- 
menced as soon as invoice is received, as all the classifications may 
be determined at that time (provided the invoice was properly 
made out). 

One method is to have columnar sheets so that each duty classi- 
fication may be separately noted and if different goods have the 
same duty classification, a separate distribution should be made 
for each, as the different charges (particularly freight, ocean and 
other) vary according to the kind of goods. 

When the only difference between the cost of the merchandise 
lies in different trade discount (that is when duty charges, ocean 
freight, etc., are the same), no distinction as to classification need 
be made; but after the rate is found by taking the totals of each 
classification, irrespective of trade discount, and dividing the total 
foreign into the total cost of such classification landed at store or 
warehouse, and after the average rate is found, then deduct rate 
of trade discount allowed from the rate of each division subject 
to a trade discount, and a proper rate will result. For example, 
suppose we have an invoice as follows: 


£836 
Section No. 1 No. 978 5 chinchilla overcoats all 
wool 3- 15- 
979 2 chinchilla overcoats all 
wool 2-10 5- 
980 2 chinchilla overcoats all 
wool 2- 4- 
24- 
10% trade discount 2-8 
21-12 
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Section No. 2 No. 1000 5 chinchilla overcoats all 


wool 5- 25- 
1001 8 chinchilla overcoats all 
wool 4- 32- 
57- 
5% trade discount 2-17 
54- 3 
Section No. 3 No. 1512 6 chinchilla overcoats all 
wool 7- 42- 
1515 9 chinchilla overcoats all 
wool 8- 72- 
114- 


Disregarding cash discount, we will say that the total cost of 
the goods landed is $1,275.00 net. It is usual to add a small per- 
centage—one or two per cent.—for contingencies. If the goods 
imported are “regular” goods the regular cash discount on that 
particular line should also be added, as these goods are often 
bought in competition with domestic goods on which a cash 
discount is allowed, and the comparison should be just. However, 
the rate of cash discount should be allowed as a credit to the 
department when invoices are settled. 


The cost being $1275.00 
and the import being 


Section No. 1 432 shillings 


2 1083 
3 2280 “ 
Total 3795“ costing $1275.00 


Cost per shilling is 33.60 (the decimal should be carried out 
to at least two places) as a basic rate, after deducting trade dis- 
count; but for sections one and two, provision must be made for 
trade discount, as the multiplier on each line in those sections is at 
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gross price and the division has been made by taking that price 
with the trade discount deducted, and we have to deduct the rate 
of trade discount from the divisor so obtained, therefore: 


Section No. 1 
Subject to 10% trade the cost per shilling is 33.6 less 10% 30.24 


Section No. 2 
Subject to 5% trade the cost per shilling is 33.6 less 5% 31.92 


Section No. 3 
Subject to ... trade the cost per shilling is .... .... .... 33.60 


Now we prove our invoice: 


Total 

Cost cost 
No. £ s. landed landed 
978-5 garments cost 3 each=to 60@30.24 18.14 90.70 

£-s. 

979-2 “2710 =* 15.12 30.24 
980-2 * =* 24.20 
1000-5 “ 5 =“100@31.92 31.92 159.60 
1001-8 “ 4 “ =" 80@31.92 25.54 204.32 
1512-6 “ 7 =“140@ 33.60 47.04 282.24 
1515-9 “ 8 “ =*“160@33.60 53.76 483.84 


1275.14 


The difference between the figures reached (1275.14) and the 
cost ($1275.00) is fourteen cents (14c.), due to the fact that the 
cost is 33.59 plus instead of 33.60 as taken, but the total should be 
a little over rather than under so as not to show the cost less than 
reality. 

Where more than one rate of trade discount is allowed the 
same principle is applied, but each rate of discount must be taken 
off the basic rate separately, that is if 10% and 5% trade should be 
taken, first 10% and then 5% should be deducted, never 15% 
straight—10% and 5% in sequence only make 1414%, not 15%. 

Again, in adding to make goods “regular” suppose it is desired 
to make goods at 95c. regular at $1.00 a yard. The price must be 
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divided by the decimal .95 to arrive at the result—never 5% of the 
amount to be raised expecting to bring back the price to net by 
then deducting 5% from the aggregate so obtained. 

If different rates of cash discount are allowed on different divi- 
sions of the same duty classification the same principle may be 
applied as previously described for trade discounts. It should 
never be overlooked that all cash discounts should be deducted 
from the invoice up to time of shipment, as the duty is charged on 
goods packed and ready for shipment. 


Duty CLASSIFICATION 


Frequently goods are assessed at a higher rate of duty than 
need be because buyers are not acquainted with the tariff regula- 
tions governing their particular lines; therefore, it is incumbent 
on the management to give each buyer a copy of the regulations 
affecting his particular goods. : 


Before buyers leave for foreign markets they should be 
instructed by the firm and the foreign department as to regulations 
affecting the prospective purchases and a resume of any mistakes 
made in the past should be shown for the purpose of protection in 
the future. It happens, for example, that goods to which, say, a 
trifle of embroidery has been added, increase the duty 100 per cent. 
adding scarcely anything to the sale value in this market. 

Again the merchandise purchased should be properly invoiced. 
Foreign manufacturers often carelessly invoice goods in a manner 
to admit of either of two classifications and the government 
officers will naturally rate at the higher if it is admissible. 
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Effects of Self-Assertion 
A WORD TO YOUNGER PUBLIC ACCOUNTANTS 


By Watvpron H. Rano, C.P.A. 


A. Lowes Dickinson said an accountant should possess ability, 
coupled with tact and honesty, to ascertain facts without friction 
and with impartiality. 

There are many things to be avoided in attempting to comply 
with these qualities and concerning tact we wish to emphasize 
self-assertion. 

There is no intention of finding fault with that commendable 
trait of character known as self-respect or with self-confidence, 
when we mention self-assertion. We mean that one should avoid 
a haughty, overbearing manner which seems like saying “I am 
superior” or “I know it all.” It is a wonder that those public 
accountants who start out blown up with overbearing self- 
assertion do not burst in their first clash with business men. 
“As clouds and wind without rain so is he that boasteth himself 
of his gifts falsely.” 

Successful business men are as a rule hard headed and clear 
headed, especially in all matters pertaining to their own business. 
They have grown up in the business. They have succeeded, they 
believe, by strict adherence to a certain code of ethics and 
economic practices and methods of business, including a system 
of accounting which they understand; and they believe, by very 
reason of their success, that what they have fits their particular 
case, and they regard with suspicion any suggestion of change. 
They believe in letting well enough alone. They prefer that some 
one else should make the experiments. Practical demonstration is 
their demand. 

The manufacturer, like the man from Missouri, “has got to 
be shown.” You can’t drive him. He does not at first seem 
impressed with the importance of the public accountant. Even 
after he has acquiesced in the arguments of the auditor and has 
had several consecutive audits of his business accounts, we have 
heard him say more than once: “This auditing business is what 
I consider one of the necessary evils of a business.” He may 
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not know any great difference between the public accountant and 
his own hired clerk and bookkeeper—in fact, he may much prefer 
the latter. 

Now, how far can one get with these successful business men, 
or this manufacturer, by being “stuck-up” and haughty? There 
would be nothing doing. 

Suppose we stop further consideration of the personal touch 
and take up correspondence—the business correspondence of the 
auditor—and chiefly the manuscripts accompanying his reports. 

Perhaps greater misunderstandings arise from failure to 
exercise tact in describing the progress and results of an audit 
than in the personal intercourse. One reason for this is that the 
public accountant is more apt when alone to pay less regard to his 
client’s feelings. His business is to deal with facts. “Facts about 
figures and figures about facts,” or something equivalent to that, is 
the published declaration of one of our Boston accountants. Again 
the accountant feels also that the grave responsibility rests upon 
him of stating plainly the financial condition of the business 
audited and to comment plainly upon the facts as he found them. 

We think, however, all such obligations may generally be met 
and complied with and yet have the manuscript so phrased as to 
give no offense. 

We found during an audit that the goods-in-process inventory 
had been padded $10,000; that fuel inventory had been lifted 
$1,000; and that certain manufacturing stock said to be on hand 
was not on hand, and in our report we wrote that “numerous and 
serious errors to such an extent had been discovered in the inven- 
tories that we could place no dependence upon the values as 
stated.” Surely that seems strong enough for a statement, and 
yet it raised no discord, but prepared the way for a general 
confab which resulted in the correction of error, a radical change 
in methods and a much desired feeling on the part of our clients 
that we were Al auditors. It would have been easy for the self- 
asserting auditor in the case just noted to have kicked himself out 
of the good graces of a client by the use of haughty and over- 
bearing expressions in his report, and he would not really have 
been stating the case more plainly than we did. 

We remember once, during an audit in which the inventory 
had been taken by the management of the corporation, and con- 
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cerning which about all that was left to the auditor was to prove 
extensions and footings and generally look it over, there was found 
a large variation between the sum of goods-in-process at the 
beginning and material put into process and the sum of production 
and the goods-in-process at the end of the period. They called 
the difference an “invisible loss” and were rather indifferent about 
it until we informed them it amounted to over a million pounds 
and then there was somewhat of a commotion. It transpired the 
error was technical and due to the duplication of charges of 
material into process. Our report stated we had taken up with 
the management the matter of “invisible loss” so called. All errors 
were corrected—‘invisible loss” was buried—everybody was 
happy—nobody was angered—and yet the auditors’ duty was per- 
formed. We believe a self-asserting auditor could easily have 
raised a rumpus in this case. 

The certified public accountant is quite frequently called to 
testify as an expert in court, and it is not unusual for a cross- 
examining lawyer to try and belittle his testimony. Imagine the 
self-asserting accountant replying to cross-examination like this: 
You are an expert accountant? What makes you expert? You 
don’t make mistakes? If you do you are not expert, are you? 
Is it not possible you have been deceived? How do you know? 
Tell the court how you could make an error in this account? 
Then you could err, after all? How do we know you have not 
erred in your conclusions in this report? And a whole lot more. 
The self-asserting witness has a hard time ahead of him under 
such conditions and is very apt to weaken his testimony, espe- 
cially before a jury. Better be modest and unassuming. Admit 
you are human and can make mistakes like anybody else. Be 
always ready to learn, and remember there is always somebody 
who can teach you. 

It is important that the public accountant stand well with his 
professional brethren. Quite frequently are we asked our opinion 
of this or that practising accountant. It is only to be expected 
that we would be more careful in recommending a man who has 
exhibited a weakness than one who has not. The self-asserting 
accountant has few friends in the profession. 
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EDITORIAL 


Preparation of Tax Returns 


Frequently since the enactment of federal revenue legislation, 
THE JouRNAL oF AccouNTANCY has drawn attention to the fact 
that the new laws providing for taxation are of inestimable 
importance to the accounting profession. The public accountant 
is by training and environment the logical compiler of income 
tax returns and the experience of the past few months shows that 
this fact is being generally and increasingly recognized. In 
England no one would dream of asking a lawyer to prepare the 
income tax returns of a corporation, and in this country the 
lawyers who have made the most careful study of the problem 
freely admit that the accounting aspects of tax returns are much 
more prominent than the purely legal ones. 

Income tax and excess profit tax laws were written and 
amended chiefly by lawyers, but a more significant truth is that 
in the administration of the Jaws the legal profession has played a 
much less conspicuous part. 

Some corporations and individuals have attempted to prepare 
their own returns without professional assistance, and in simple 
cases there is no reason why this should not be satisfactorily done. 
In fact, the treasury department has endeavored to prepare 
forms and regulations that would render advice unnecessary in 
all such cases. But in every case of any complexity the logical 
person to prepare income tax returns is the public accountant 
who audits the books of the concern. 

Up to the present there has been only a comparatively small 
proportion of business undertakings subject to the investigation of 
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- public accountants. The necessity for an impartial expression of 
Dk opinion as to the standing and condition of a company or individ- 
4 ually owned business has not appealed with universal force. 
Many organizations have run along quite successfully with more 
or less disregard for the accuracy of accounts. They have made 
money or lost money and have been content to accept the results 
without investigation of the cause. 

Now, however, with the enactment of federal legislation, a 
change must occur. Enforcement of the new laws depends upon 
obedience to the implied provisions of the laws. There is nothing 
in any federal law, so far as we know, which makes it imperative 
for a business man or company to employ accountants. There is 
nothing which specifies that a man or company must keep a com- 
plete set of books. But the law does provide that the returns of 
income shall be true and that the accounts shall adequately reflect 
the condition of the business, and increasing emphasis is being 
laid upon the requirement that the taxpayer’s books and his tax 
return shall be in agreement. There is, therefore, an inescapable 
implication that accounts must be kept and that they must be 
adequate. 

The experience of accountants in Great Britain and other 
British dominions has been that income tax practice has gradually 
become one of the most important factors of professional activity, 
and we see no reason why the experience here should not be 
the same. 

The government is beginning to recognize in a most gratifying 
way the value of the advice of public accountants. As has been 
repeatedly said, the war has given accountants their great chance 
and they have not been backward in making the most of the 
opportunity provided. 

With increased duty comes increased responsibility and at the 
risk of a charge of undue repetition we would urge upon all our 
accounting readers the tremendous importance of performing 
their professional duties with constant consideration of the burden 
involved. 

The government no doubt will be inclined to accept more 
readily the statements of independent auditors than those prepared 
by the taxpayer himself or itself. Therefore, accountants should 
bear in mind that there must be no pandering to fee or favor. 
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Editorial 


The government requires a return of every item which is related 
to the income to be taxed. The accountant who wilfully withholds 
or obscures information which rightly belongs to the government 
is morally if not legally a criminal of the most contemptible kind. 


The case has been most clearly and convincingly put by the 
commissioner of internal revenue in the form of an interview 
which appeared in the New York Times of April 21st. 


In view of the great importance of the statements made by 
the commissioner, we reproduce the interview and urge all our 
readers to give full consideration to the suggestions made. 


DODGERS OF TAX HAVE NO ESCAPE 


A drive the very opposite of that for the Liberty loan is to be started 
in the United States in a few days. It is for tax slackers under the war 
revenue law, and in its searching out of delinquents will far surpass any- 
thing of the kind ever undertaken in this country before. Back of the 
drive is the need of the government of dollars due it in order to carry 
the war to a victorious end, and the patriotism of citizens in every town 
and village in the country is to be appealed to in uncovering tax slackers. 

But this is only one feature of the drive. The chief reliance will be 
upon methods for checking up the returns for the income tax and other 
taxes under the law, to determine in each case whether a full return has 
been made. This system, by which several sources of information may 
be made to bear on each case, is the result of months of planning by the 
bureau of internal revenue at Washington. It is a vast piece of machinery 
of detection, operating like some omnipresent Sherlock Holmes. Many 
a tax slacker, now confident that he is safe from discovery, will find his 
guilt exposed in a way that he thought was impossible. It will be a 
humiliating round-up of those secretly unpatriotic who have sought to 
avoid contributing their share to carry on the war. 

“Last fall, immediately after completing the plans for organizing the 
educational propaganda and the personnel engaged in the active work of 
taking returns from taxpayers, the bureau commenced work on plans to 
search out delinquent taxpayers of all kinds,” said Commissioner of 
Internal Revenue Roper in Washington the other day. “We are now 
about to start this search for delinquents. It will, of course, be nation- 
wide and as intensive as it is possible for us to make it. 

“While there may be some who have failed to make a return on account 
of ignorance, absence from home, or like reason, there is really little 
excuse for the failure of any man coming under the purview of the law 
to file a return. Consequently, we are going ahead without any delay to 
find out the delinquents. The various sources of confidential and helpful 
information to which our officers will go for finding delinquents we natur- 
ally cannot divulge. But it can be said that we are going to every source 
that will supply us with the information desired. 
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“We expect one of the principal sources of help to come from the 
co-operation of those citizens who have paid their taxes. I am convinced 
that no citizen who realizes his duties has any objection to paying any tax 
congress sees fit to impose on him at this crucial time, provided he knows 
all men so liable are required to do likewise. Therefore, we shall seek 
from those who have complied with the law any information they may 
possess concerning those who have slacked. 


“There are people who think the bureau of internal revenue will have 
such a burden of business in taking care of the voluntary returns and in 
checking them up that it will not have time to go after the big fellow 
who may not have rendered a true return or the one who has not rendered 
any return at all. Those who look to escape detection because of the 
heavy business of this office will find they have made a very serious mistake. 
Our plans are carefully worked out not only to determine the accuracy 
of all returns, but also to procure returns from all those who have not 
filed them, and this applies to both large incomes and small. 


“Special methods have been devised for getting at the true incomes of 
various kinds of income taxpayers, such as farmers, those who buy and 
sell stocks, stock raisers, and members of highly technical industrial 
groups. We have found it practicable during this war period, on account 
of the patriotism aroused, to secure the services of experts and executives 
in various lines—that is, men who from personal experience and knowledge 
in a given business are able to analyze the facts in particular cases, and 
to determine whether the return was correct, as, for instance, in the case 
of a farmer. 

“Penalties will be imposed to the full extent of the law on those who 
have wilfully evaded it, but it is possible to escape these penalties or 
materially lessen them by filing the return before notice of delinquency is 
received. There is no time for delay. Those who have not filed returns 
should do so at once, at the same time giving their reasons for not having 
acted sooner. The penalties for delinquents range from $20 to $1,000 
fine, according to the nature of the offense, and in addition a 50 per cent. 
increase of the tax. 

“Further, where it is now known that a return was not correct at the 
time it was made, on account of later information received, an amended 
return should be filed at once, and thus a penalty may be avoided or 
minimized. There are many kinds of these oversights. For instance, a 
newspaper correspondent came to me today with an interesting case. He 
is on salary, but also makes extra money by getting space rates for some 
of the articles he writes, though all that he produces is published in the 
one newspapar he works for. When he made his return he figured in his 
salary and estimated what he earned on ‘space.’ 

“Only a few days ago he received a slip from his office telling exactly 
what his total earnings were, about $125 more than he had turned in. He 
wanted to know whether or not it was necessary to do anything about it. 
I told him it was necessary to file an amended return without delay if he 
wished to escape the penalty of the law. 
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“Another case equally interesting and instructive concerns a corporation. 
A prominent accountant was called in to assist the corporation in pre- 
paring its 1917 income and excess profit tax return. In going over the 
books he discovered that the concern had failed to include $100,000 in its 
1916 return. It paid a tax on $40,000 instead of $140,000, as it should. 
The corporation came in and made a voluntary return for the amount. 
We are investigating the facts to see if they are as claimed, or whether 
there was collusion between the corporation and the accountants who 
assisted in the 1916 return. If we discover there was collusion, the full 
penalty of the law will be imposed. A moral of this is that business con- 
cerns should see to it that only competent accountants are employed, 
because those who promise to ‘save money’ can only do so in one way—by 
hiding part of the income. 

“There have been numerous misunderstandings by men who make a 
profit in buying and selling stocks and bonds and dealing in other stock 
transactions; they keep reinvesting their money but do not compute the 
income from gains and profits on the transactions; because of the fact that 
at the close of the year their profits are invested in stocks and bonds, they 
believe they should not return that income until they get out of the market. 

“For instance, one man found delinquent gave as an excuse that he 
might lose all his profits before he closed his account and that in that 
event he would have realized no income and therefore would have no 
income tax to pay. The plain fact in that man’s case was that he owed 
the government taxes on profits he had realized on closed transactions 
during the taxable year, regardless of the fact that he had seen fit to 
reinvest those profits. 

“Some farmers err just as this man did. They reinvest their profits 
in live stock or in farm implements without taking account of or computing 
the profits. In doing this they are just as liable to a penalty as the broker. 

“All that a man or woman receives from whatever source during the 
year in money or in the equivalent of money, less the amounts definitely 
exempted or authorized to be deducted by the law, are taxable income 
under the provisions of the act, and those who have not followed this 
to the letter are liable to the penalties of the law. The slacker from tax 
duty is on a par with the slacker from military service, and this bureau 
intends that he shall be prosecuted with vigor. Such disloyalty to the 
government is least to be condoned at this time.” 
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Income Tax Department 
Epitep BY JoHN B. Niven, C.P.A. 


At the moment of writing, revision of the tax laws is seriously under 
consideration. It is to be hoped that the decision whether the existing 
income and excess profits tax law acts are to undergo readjustment will 
be immediately and positively reached, and that if amendments are decided 
upon they will be in the direction of consolidating the present taxes. 

The treasury decisions published this month are in general not of far- 
reaching application. The decision dealing with undue charges for com- 
pensation referred to last month, but omitted from the text, is printed this 
month (T. D. 2696). Another decision of somewhat unique interest is 
that (T. D. 2706) by which compensation received for property requisi- 
tioned, lost or destroyed through war hazards may be carried into a 
replacement fund and the accounting as income for the excess over the 
cost or allowable value deferred until restoration of the property has 
been made. 

T. D. 2707 directs uniformity in accounting for income from instalment 
sales, regardless of what form of conveyance of title is used by the vendor 
for its protection, the profits to be accounted for being those on the instal- 
ments collected; and in case of repossession, this means the profit on the 
instalments then remaining unpaid. 


TREASURY DECISIONS 
(T. D. 2695, April 11, 1918) 
Advance payment of income and excess profits tax 


Amending T. D. 2622 of December 26, 1917, relative to advance payments 
of income and excess profits tax 


T. D. 2622, dated December 26, 1917, is amended by the revocation 
of the following paragraph: 

The interest at the rate of 3 per cent. per annum (365 days), allowed 
to a taxpayer on advance payments on income and excess profits taxes, 
must be considered income and accounted for as income by the taxpayer 
in his return for the year in which said interest is allowed. 


(T. D. 2696, April 10, 1918) 
Income and excess profits taxes 


Treatment for taxation purposes of amounts ostensibly paid as compen- 
sation for services of officers and employees of business enterprises 


Section 5 (a) of the income-tax act of September 8, 1916, as amended, 
provides, as to the income of individuals and partnerships, that for the 
purpose of the tax there shall be allowed as deductions, among others, 
“the necessary expenses actually paid in carrying on any business or trade,” 
and section 12 (a) provides that the net income of a corporation shall be 
ascertained by deducting from the gross amount of its income received 
within the year, among other things, “all the ordinary and necessary 
expenses paid within the year in the maintenance and operation of its 
business and properties.” 
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Payments for services by business enterprises (including individuals in 
business, partnerships, and corporations) may, of course, be deducted under 
this general language. The government, entitled to taxes based on the 
net income of each enterprise, is interested and authorized, however, to 
see that each specific expenditure sought to be deducted is in itself “neces- 
sary.” The question is, by what examination and what test this shall be 
determined. The subject is not dealt with in any general way in the 
income-tax regulations, although article 138 bears on special payments to 
employees of corporations. 

The test of deductibility in the case of compensation payments is 
whether they are in fact payments purely for services or include some 
other element. But in the case of any compensation, however, determined, 
which exceeds amounts ordinarily paid for like services in like enterprises 
under like circumstances, the burden is upon the enterprise to show that 
the amount paid was solely the purchase price of services. This test and 
its practical application may be further stated and illustrated as follows: 


1, Any amount paid in the form of compensation, but not in fact as 
the purchase price of services, is not deductible. 


(a) An ostensible salary may be a distribution of a dividend on stock. 
This is likely to occur in the case of a corporation having few stock- 
holders, practically all of whom draw salaries. If in such a case the 
salaries are based upon or bear a close relationship to the stockholdings 
of the officers or employees, it would seem likely that the salaries, if in 
excess of those ordinarily paid for similar services, are not paid wholly 
for nee rendered, but in part as a distribution of earnings upon the 
stock. 

(b) An ostensible salary paid by a corporation may be in part a waste 
or appropriation of assets of the corporation. This may occur where 
salaried employees are in control of the corporation through holding 
directly or indirectly a majority of its stock or, in the case of a large 
corporation with many stockholders, owning a substantial minority of its 
stock, and the tendency of the officers unduly to inflate their salaries must 
be taken into account. If a compensation contract with the majority 
stockholders or stockholders is approved by all the stockholders, as well 
as by the directors, it might, however, be dealt with like any other contract. 


(c) An ostensible salary may be in part payment for property. This 
may occur, for example, where a partnership sells out to a corporation, 
the former partners agreeing to continue in the service of the corporation. 
In such a case it may be found that the salaries of the former partners 
are not merely for services, but in part constitute payment for the transfer 
of their business. 


2. The form or method of fixing compensation is not decisive as to 
deductibility. 

While any form of contingent compensation invites scrutiny as a pos- 
sible distribution of earnings of the enterprise, it does not follow that 
payments on a contingent basis are to be treated fundamentally on any 
basis different from that applying to compensation at a flat rate. Generally 
speaking, if contingent compensation is paid pursuant to a free bargain 
between the enterprise and the individual made before the services are 
rendered, not influenced by any consideration on the part of the employer 
other than that of securing on fair and advantageous terms the services 
of the individual, it should be allowed as a deduction even though in the 
actual working out of the contract it may prove’to be greater than the 
amount which would ordinarily be paid. 


3. As to compensation determined after services have been rendered, 
reasonableness is ordinarily the controlling test of deductibility. 
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In certain instances apparently of this sort it may be shown that the 
compensation is fixed according to a custom or practice having virtually 
the force of a contract. Where, however, such is not the case, and it is 
for the management to fix compensation such as is deemed fair, it is just 
to assume that true compensation is only such amount as would ordi- 
narily be paid in like circumstances by other similar enterprises. 

4. In connection with the questions discussed above, the following 
rulings as to the treatment of amounts ostensibly paid as compensation, 
but not allowed to be deducted as such, appear to be warranted: 

(a) In the case of excessive payments by corporations, if such pay- 
ments correspond to or bear a close relationship to stock holdings, the 
amount of the excess should be treated as dividends and would thus be 
exempt from the normal tax and from the excess-profits tax in the hands 
of the recipients; or if such payments represent an appropriation of 
assets of the corporation by officers who control it and fix their compen- 
sation in violation of the rights of the corporation, the amount of the 
excess, while disallowed as a deduction by the corporation, should be 
treated as compensation of the individuals subject to the normal and the 
excess profits taxes, compensation illegally secured being none the less 
subject to tax in all respects; or if such payments constitute in part pay- 
ment for property, the amount of the excess should be treated by the 
corporation as a capital expenditure and by the recipient as part of the 
purchase price. 

(b) In the case of excessive payments by individuals or partnerships, 
the amounts disallowed should ordinarily be treated as partnership shares 
and would thus be free from the excess-profits tax to the recipient, but, 
of course, still subject to the income tax, except that payments for prop- 
erty should be treated by the individual or partnership as a capital expen- 
diture and by the recipient as part of the purchase price. 

The foregoing rules naturally do not permit a ready determination of 
every question arising as to compensation payments, but applied in the 
light of full knowledge of the facts in the particular case they do, how- 
ever, indicate a basis of solution. They may be summed up as follows: 

Compensation on whatever basis fixed, representing only the price paid 
for services pursuant to a fair bargain made in advance between the indi- 
vidual and the business enterprise, is deductible in determining the taxable 
net income of the enterprise. Payments nominally as compensation for 
services, which in fact include amounts paid as dividends, waste of cor- 
porate assets, payments for property or for anything other than services, 
are deductible only to an amount not in excess of compensation for like 
services in similar enterprises. 

Compensation greater than that ordinarily paid for like services in similar 
enterprises must be shown to represent payment for services only. In 
the case of compensation fixed after services are rendered and not in 
accordance with any contract or any custom or practice amounting virtu- 
ally to a contract, reasonableness is ordinarily the controlling test of 
deductibility. 


(T. D. 2698, April 16, 1918) 
Erroneous assessments 
Authorizing collectors in certain cases of erroneous assessment to present 
blanket claims monthly on form 47 
Hereafter collectors will present once a month a blanket claim on 
form 47 for the abatement of taxes coming within the following classes 
of taxes erroneously assessed: 


(1) Duplicate assessments. 
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(2) Cases where specific exemption has not been taken on the tax- 
payer’s return and the assessment has accordingly been excessive to the 
extent of the tax assessed because of failure to take exemption. 

(3) Cases of excessive assessment caused by mathematically erron- 
eous calculations of tax by the taxpayer upon his return. 

(4) Fifty per cent. additional taxes where a tentative return has been 
filed within the time required by law, but where the fact of such filing 
has been overlooked in the collector’s office and an assessment of 50 per 
cent. additional tax has accordingly been made, and is unquestionably 
erroneous. In all other cases of 50 per cent. additional tax assessments, 
a claim must be presented by the taxpayer as at present. 

In preparing these claims, the collector will paste upon the blank space 
on form 47 a schedule showing the name and address of the taxpayer, 
the month, page, and line of the assessment list, amount assessed, amount 
due, amount abateable, the nature of the erroneous assessment, as classi- 
fied above, and a brief and clear statement of the ground for abatement. 

These claims should be forwarded so as to be received in the com- 
missioner’s office by the fifth of each month, in order that the allowance 
may be scheduled on the form 7220 for the same month. 

Where amounts abateable have been assessed upon lists of the different 
classes, separate claims must, of course, be presented, each to cover the 
items upon the list, or lists of a given class. 


(T. D. 2700, April 16, 1918) 
Corporation tax 


Additional tax on undistributed earnings of corporations—section 10 (b) 
and section 31 (b), act of September 8, 1916, as amended 

Inquiries have been received from corporations confronted with liability 
to additional tax under section 10 (b) of the act of September 8, 1916, as 
amended, upon undistributed net earnings of the previous taxable year, 
as to what restrictions apply to investment of such earnings in obligations 
of the United States issued after September 1, 1917. 

Section 10 (b), added by section 1206 of the act of October 3, 1917, 
provides as follows: 

In addition to the income tax imposed by subdivision (a) of this section 
there shall be levied, assessed, collected, and paid annually an additional 
tax of ten per centum upon the amount, remaining undistributed six 
months after the end of each calendar or fiscal year, of the total net 
income of every corporation, joint-stock company or association, or insur- 
ance company, received during the year... . 

The tax imposed by this subdivision shall not apply to that portion 
of such undistributed net income which is actually invested and employed 
in the business or is retained for employment in the reasonable require- 
ments of the business or is invested in obligations of the United States 
issued after September first, nineteen hundred and seventeen: .. . 

Section 31 (b), added by section 1211 of the act of October 3, 1917, 
provides in part as follows: 

Any distribution made to the shareholders or members of a corpora- 
tion, joint-stock company or association, or insurance company, in the 
year nineteen hundred and seventeen, or subsequent tax years, shall be 
deemed to have been made from the most recently accumulated undivided 
profits or surplus.... 

The effect of this section is dealt with under regulations No. 33, 
revised, article 107, in T. D. 2659 and T. D. 2678. Under these rulings the 
burden is upon the corporation seeking to establish a distribution in the 
current year of profits of the preceding taxable year to show that all the 
earnings of the current year have been first distributed. 

In determining the source of earnings from which a particular distri- 
bution is made a corporation is, however, permitted to treat the undivided 
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profits and surplus of the current year as reduced by payments for income 
and excess profits taxes, or if keeping its accounts upon an acciral basis 
by proper reserves for such taxes, although such payments or ‘eserves 
are not deductible in computing the income of the corporation f- ‘ncome 
and excess profits taxes. 

The restrictions as to the distribution of earnings of previow taxable 
years resulting from the presumption that all current distributions ire from 
current earnings do not apply to the use of earnings for investments by 
corporations. There is in the statutes no limitations or restriction as to the 
source from which may be taken earnings used for this purpose. Amounts 
invested in obligations of the United States issued after September 1, 1917, 
may thus be treated as made from such earnings as the corporation may 
designate. 


(T. D. 2702, April 18, 1918) 
Income tax 
Authorizing debtor corporations and withholding agents to accept, until 
June 1, 1918, certificates of ownership, on the old 
forms when properly executed 


(1) This office has received since the issue of the revised forms of owner- 
ship certificates and monthly returns, a number of certificates and returns 
executed on the old forms. It appears that there is a misunderstanding 
among banks, collecting agents, debtor corporations, and withholding 
agents as to whether the old forms of certificates may be used in lieu of 
the revised forms. 

(2) In view of the fact that the revised forms were placed at the 
disposal of the public over three months ago, this office is of the opinion 
that a reasonable period of time has elapsed in which to permit the public 
to have become familiar with them. In order, however, to prevent incon- 
venience to individuals and organizations required to use such forms, this 
office grants an extension of time until June 1, 1918, during which time 
ownership certificates, properly executed on the old forms, presented by 
individuals or organizations, either resident or foreign, may be accepted 
by debtor corporations and withholding agents. 

(3) Onand after June 1, 1918, the use of the old forms of certificates 
will be discontinued in connection with coupons and interest orders, 
whether owned by citizens or residents, etc., of the United States, or non- 
resident alien individuals, firms, or foreign corporations. Banks and collect- 
ing agents, debtor corporations, and withholding agents shall refuse to accept 
the old forms after that date, and collectors of internal revenue, hereafter 
receiving monthly returns accompanied by certificates on the old forms, 
when it shall appear that such certificates were filed with debtor corpora- 
tions or withholding agents subsequent to June 1, 1918, shall require the 
debtor corporation or withholding agent concerned to file certificates on 
the revised forms, as herein provided. 

(4) Collectors are further advised that monthly returns rendered on 
the old forms are no longer acceptable to this office, and when so received 
cause a needless expenditure of time in auditing. All monthly returns 
reporting payments of interest on bonds, or payments of dividends on 
stock of domestic corporations registered in the name of foreign corpora- 
tions, not having an office or place of business in the United States, should 
be prepared on form 1012, revised (1918). 

(5) In order that the fulfilment of the requirements herein provided 
may cause as little hardship as possible to individuals, banks, collecting 
agents, corporations, etc., collectors should satisfy themselves that they 
have a sufficient supply of the revised forms on hand to meet anticipated 
demands, and where the supply is not deemed sufficient, requisition should 
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be made without delay on form 16, revised, for such additional quantity 
as may be necessary. Collectors are requested to disseminate this infor- 
matic: throughout their districts as quickly as possible. 


ihn (T. D. 2703, April 23, 1918) 
Income and excess profits taxes 
| ar instruction to T. D. 2639, dated January 28, 1918 

In“accordance with the provisions of section 1010 of the act of October 
3, 1917, and the instructions contained in T. D. 2639, dated January 28, 1918, 
collectors are directed to receive United States certificates of indebted- 
ness, dated April 15, 1918, maturing June 25, 1918, at par and accrued 
interest in payment of income and excess profits taxes when payable at 
or before the maturity of the certificates. 

Hereto attached is a schedule as the exact amount of accrued 
interest payable on any day from April 15 to June 25, 1918. 


Accrued interest upon United States certificates of indebtedness, dated 
April. 15, 1918 
[4 per cent. for 365 days] 


$500 $10000 $500 $1000 $5000 $10000 $100000 


Apr. $ ay 

15 $0.00 $0: A ; $1.97 $3.95 $19.73 $39.45 $394.52 
16 | 55 1.10 10.96 2.03 4.05 20 40.55 405.48 
18 16 33 164 3.29 3288 


3 
2 
3 


M 
2 
22 
24 
19 22 44 219 438 4384 25 2.19 438 21.92 43.84 438.36 
20 «27 62.74 548 54.79 26 225 449 2247 4493 449.32 
21 3833 «6.66 «63.29 658 65.75 27 2.30 4.60 23.01 46.03 460.27 
22 «4.38 28) 2.36 4.71 23.56 47.12 471.23 
23 4.38) 8.77) 29 241 482 24.11 48.22 482.19 
244 49 99 493 986 9863 30 247 493 24.66 49.32 493.15 
25 =«.55 (1.10 548 10.96 109.59 31 2.52 5.04 25.21 50.41 504.11 
26 60 121 603 12.05 120.55 June 
66s 1.32) «6.58 13.15 131.51 1 2.58 5.15 25.75 51.51 515.07 
28 «142 7.12 1425 14247 2 2.63 5.26 26.30 52.60 526.03 
29, 77 153 7.67 15.34 15342 3 2.68 5.37 2685 53.70 536.99 
30 164 822 1644 16438 4 2.74 5.48 27.40 54.79 547.95 
May 5 2.79 5.59 27.95 55.89 558.90 
1 88 175 877 17.53 175.34 6 285 5.70 2849 56.99 569.86 
2 93 186 9.32 18.63 18630 7 2.90 5.81 29.04 58.08 580.82 
3. 99 197 986 19.73 19726 8 2.96 5.92 29.59 59.18 591.78 
4 1.04 2.08 10.41 20.82 20822 9 3.01 603 30.14 60.27 602.74 
5 1.10 2.19 10.96 21.92 219.18 10 3.07 6.14 30.68 61.37 613.70 
6 1.15 2.30 11.51 23.01 230.14 11 3.12 625 31.23 62.47 624.66 
7 121 241 12.05 24.11 241.10 12 3.18 6.36 31.78 63.56 635.62 
8 1.26 2.52 12.60 25.21 252.05 13 3.23 647 32.33 64.66 646.58 
9 1.32 2.63 13.15 26.30 263.01 14 3.29 658 32.88 65.75 657.53 
10 1.37 2.74 13.70 2740 273.97 15 3.34 668 33.42 66.85 668.49 
11 142 285 14.25 2849 28493 16 340 6.79 33.97 67.95 679.45 
12 148 2.96 14.79 29.59 295.89 17 345 690 34.52 69.04 690.41 
13 1.53 3.07 15.34 30.68 30685 18 3.51 7.01 35.07 70.14 701.37 
14 1.59 3.18 15.89 31.78 31781 19 3.56 7.12 35.62 71.23 712.33 
15 1.64 3.29 16.44 3288 328.77 20 3.62 7.23 36.16 72.33 723.29 
16 1.70 3.40 16.99 33.97 339.73 21 3.67 7.34 36.71 73.42 734.25 
17, 1.75 3.51 17.53 35.07 35068 22 3.73 745 37.26 74.52 745.21 
18 181 3.62 18.08 36.16 361.64 23 3.78 7.56 37.81 75.62 756.16 
19 186 3.73 18.63 37.26 37260 24 3.84 7.67 38.36 76.71 767.12 
20 192 3.84 19.18 38.36 383.56 25 3.89 7.78 38.90 7781 778.08 
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(T. D. 2706, April 25, 1918) 
Income and excess profits taxes 


Compensation for property requisitioned or lost or destroyed through war 
hazards—Replacement fund—Taxation deferred 


Regulations No. 33, revised, provide, in article 94, as follows: 


Art. 94. Income from damages recovered.—When a corporation as a 
result of suit or otherwise secures payment for damages which it may 
have sustained, and the amount of such payment is in excess of an amount 
necessary to make good the damage or damaged property, the amount of 
such excess shall be considered and returned as income for the year in 
which received. If the entire or estimated amount of the damage shall 
have been previously charged off and deducted from gross income, then 
the amount recovered shall be returned as income. 

If the amount recovered is less than the damage sustained or less than 
an amount necessary to make good the damage, the difference between the 
actual amount of damage sustained and the amount recovered will be 
deductible as loss. 

In the case of property title to which has been requisitioned for war 
uses, Or property which has been lost or destroyed in whole or in part 
through war hazards, the amount received by the owner as compensation 
for the property may show an excess over the value of the property on 
March 1, 1913, or over its cost if it was acquired after that date. This 
excess of the amount received over the value or cost of the property, 
except so far as actually used for the replacement of the property in 
kind, is subject to the income, war income and excess profits taxes. 

Although the intention or obligation of the taxpayer in such case may 
be to use the entire sum received as compensation for the replacement 
in kind of the lost or damaged property, it is recognized.that it may not 
be practicable, owing to war conditions, to make such replacement for a 
considerable time. In such case the taxpayer may establish a “replacement 
fund” in which the entire amount of the compensation so received shall 
be held, and pending the disposition thereof the accounting for gain or 
loss thereupon may be deferred for a reasonable period of time, to be 
determined by the commissioner of internal revenue. Where the property 
requisitioned, lost or damaged constituted all or part of the security 
under a mortgage or trust indenture, the amount carried to the replace- 
ment fund may, subject to the approval of the commissioner of internal 
revenue, be the amount of compensation received, less the amount, if any, 
which becomes payable out of such compensation under the terms of 
such instrument or the obligations thereby secured. 

In any such case the taxpayer should make application to the commis- 
sioner of internal revenue for permission to establish such replacement 
fund and in his application should recite all the facts relating to the 
transaction and undertake that he will proceed as expeditiously as possible 
to replace or restore such property and an affidavit as to the truthfulness 
of the statements made should be attached to the application. 

The taxpayer will be required to furnish a bond with such security or 
surety as the commissioner of internal revenue may require for an amount 
not less than the estimated additional excess profits and income taxes 
assessable by the United States upon the income so carried to the replace- 
ment fund; or at the option of the taxpayer and in lieu of such bond 
the taxpayer may deposit, as security for such estimated additional amount 
of tax, obligations of the United States issued after September 1, 1917, 
such obligations to be held in trust as such security under such agreement as 
may be prescribed by the commissioner of internal revenue in a bank or 
trust company approved by him. 

In any such case, when the replacement or restoration is made, the new 
or restored property shall not be valued in the accounts of the taxpayer 
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at an amount in excess of that at which the requisitioned, damaged, or 
destroyed property was carried, except and to the extent that such new 
or restored property has an increased productive capacity. 

Article 94 of regulations No. 33, revised, as hereby modified shall apply 
to individuals and partnerships as well as to corporations. 


(T. D. 2707, April 25, 1918) 
Income tax 


Amending instructions relative to reporting income derived from the sale 
of personal property on the instalment plan 


It has been ascertained that dealers in personal property who sell on 
the instalment plan adopt one of four ways of protecting themselves in 
case of default, namely: (1) A provision that title is to remain in the 
seller until the buyer has performed his part of the agreement; (2) a 
conveyance of title to the purchaser subject to a lien for the unpaid por- 
tion of the purchase price; (3) the conveyance to the purchaser and an 
immediate reconveyance by way of chattel mortgage to the seller; (4) 
conveyance to a trustee in trust to hold the title pending performance of 
the contract and subject to its provisions. The purpose is the same in 
all of these transactions. 

In view of the fact that in a number of states it is held that the form 
first mentioned shall not be enforced according to its terms, but will be 
regarded as a sale with a chattel mortgage back to secure the unpaid 
purchase price, it is desirable that a uniform rule be established which 
will be equitable and applicable to all. 

The rule prescribed is that in the sale or contract for sale of personal 
property on the instalment plan, whether or not title remains in the 
vendor until the property is fully paid for, the income to be returned by 
the vendor will be that proportion of each instalment payment which the 
gross profit to be realized when the property is paid for bears to the gross 
contract price. If, for any reason, the vendee defaults in his instalment 
payments and the vendor repossesses the property, the entire amount 
received on instalment payments less the profit originally returned will 
be income to the vendor to be so returned for the year in which the 
property was repossessed. 

This ruling amends articles 117 and 120 of regulations 33, revised, and 
revokes all previous decisions and rulings which are in conflict herewith. 


(T. D. 2709, May 2, 1918) 
Income tax 
Revoking T. D. 1987 of May 29, 1914, requiring the filing by fiduciaries 
of a separate ownership certificate where bonds of the same issue 
are owned by more than one estate or trust, and providing for the 
filing of one certificate in the case of joint owners. 


(1) Where fiduciaries have the control and custody of more than one 
estate or trust, and said estates and trusts have as assets bonds of corpora- 
tions, etc., this office will hereafter require that a certificate of ownership 
be executed for each estate or trust, regardless of the fact that the bonds 
are of the same issue. When bonds are owned jointly by several persons, 
one of the owners may execute an ownership certificate in behalf of the 
other owners and indorse on the back thereof their names and addresses, 
and proportion of ownership of each. 

(2) T. D. 1987, dated May 29, 1914, and instructions on ownership 
certificates, forms 1000 and 1001, revised, which provide for the filing of 
a separate certificate by each joint owner, are hereby superseded and 
repealed. 
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CONSOLIDATED STATEMENTS 
IV 
CarrYING INVESTMENT ACCOUNT AT BooK VALUE 


Perhaps the most desirable method for a holding company to adopt in 
carrying the investment account with its subsidiary is to debit the account 
with its proportion of the subsidiary’s profit as soon as the subsidiary’s 
books are closed and the profit is ascertained and to credit the account 
with dividends received. The investment account should then represent 
the book value of the stock held. When the stock is acquired at more 
or less than its book value at acquisition, adjusting entries will be neces- 
sary to bring it to book value. / 

As a simple illustration let us assume that the subsidiary’s balance- 
sheet at January 1, 1917, showed: 


Capital stock $100,000 
Surplus 50,000 


The holding company acquired 90 per cent. of the stock for $135,000; 
that is, at book value of 150. At the end of the year, the subsidiary’s 
profit and loss account disclosed a gain of $20,000, whereupon the holding 
company made entry 


Investment in stock of company S 18,000 
Income from investment in company S 18,000 
To take up our proportion of the profits 
of subsidiary S. 


The subsidiary then declared a dividend of 25 per cent., paying it in 
cash, whereupon the holding company made entry 


Cash 22,500 
Investment in stock of company S 22,500 
To record the receipt of cash dividends from 
company S, and the resulting reduction in 
the investment. 


This method has the advantage of taking up as income only the pro- 
portion of the profits of the subsidiary earned after the acquisition of the 
stock, instead of the entire amount of the dividend, a portion of which, 
in the case illustrated, was earned prior to the acquisition of the stock. 
Such a payment of dividends in excess of earnings operates to reduce the 
book value of the stock below its value at acquisition, and this method of 
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recording earnings and dividends serves to reflect this reduction in the 
investment account while taking up actual income. On the other hand, if 
the dividends were less than the earnings, this method would again give 
correct results by increasing the investment account by the excess of the 
holding company’s proportion of income over its proportion of dividends. 

When the investment account is kept in this way, a consolidated balance- 
sheet is prepared by eliminating the investment account from the assets 
and the holding company’s proportion of the subsidiary’s capital stock 
and surplus from the liabilities. To illustrate: it is desired to consolidate 
the following balance-sheets, which show the condition of the two com- 
panies after giving effect to the ascertaining of profits and payment of 
dividends, as described in the preceding paragraphs. 


Company H 
Balance-sheet, December 31, 1917 
Plant 200,000 Accounts payable 20,000 
Investment in S co. stock Capital stock 300,000 
(90%) 130,500 Surplus 90,500 
Inventories 40,000 
Accounts receivable 30,000 
Cash 10,000 
410,500 410,500 
Company S 
Balance-sheet, December 31, 1917 
Plant 100,000 Accounts payable 15,000 
Inventories 30,000 Capital stock 100,000 
Accounts receivable 20,000 Surplus 45,000 
Cash 10,000 
160,000 160,000 


CoNSOLIDATED WoRKING PAPERS 


Inter-co. Consol. 
Company Company elim- __balance- 


Assets H S inations sheet 
Plant 200,000 100,000 300,000 
Investment in S co. stock 130,500 130,500 
Inventories 40,000 30,000 70,000 
Accounts receivable 30,000 20,000 50,000 
Cash 10,000 10,000 20,000 


410,500 160,000 130,500 440,000 
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Liabilities 
Accounts payable 20,000 15,000 35,000 | 
Capital stock 

Company H 300,000 300,000 

Company S 100,000 90,000 10,000 M 
Surplus 

Company H 90,500 90,500 

Company S 45,000 40,500 4,500 M 


410,500 160,000 130,500 440,000 


It will be noted that of the subsidiary’s surplus only the portion appli- 
cable to the minority is carried into the consolidated balance-sheet column. 
The holding company’s surplus account has already been adjusted to 
include its portion of the subsidiary’s earnings. 


CoNSOLIDATING WHEN Book VALUE aT ACQUISITION 1s UNKNOWN 


If the book value of the subsidiary stock at date of acquisition is 
unknown, and if it is not known that the investment account has been 
kept in the manner just described, it is impossible to prepare a consolidated 
balance-sheet with certainty of including in the consolidated surplus the 
holding company’s true portion of the profits earned by the subsidiary 
since the acquisition of the stock. The balance-sheets may be consolidated, 
however, in either of two ways: 


(a) By raising or lowering the investment account to a balance 
representing the present book value of the holding com- 
pany’s portion of the subsidiary’s stock with a correspond- 
ing increase or decrease in the holding company’s surplus 
(the working papers eliminating the investment and the 
subsidiary stock and surplus owned would be made as in 
the preceding illustration) ; 


(b) By eliminating the investment account, without adjustment, 
and a corresponding amount from the subsidiary’s capital 
stock and surplus, dividing the remainder of the subsidiary’s 
surplus into two parts—that applicable to the minority and 
that applicable to the consolidation. 


The effect, in either case, is to write off against the consolidated surplus 
any goodwill represented by the excess of purchase price over book value 
of stock at date of acquisition, or to take up as a credit to the consolidated 
surplus any excess of book value at acquisition over purchase price. 
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To illustrate: it is desired to consolidate the following balance-sheets : 


Balance-sheets, December 31, 1917 


Assets Liabilities 
Co. H Co. S Co. H Co. S ! 
Plant 250,000 100,000 Accounts payable 25,000 10,000 
Investment in Capital stock 300,000 100,000 
S 80% 90,000 Surplus 75,000 30,000 
Inventories 30,000 20,000 
Accounts receiv- 
able 20,000 15,000 
Cash 10,000 5,000 
400,000 140,000 400,000 140,000 


Following method A, the investment account would be raised to a 
balance of $104,000, which is 80 per cent. of the subsidiary’s present capital - 
stock and surplus. The holding company’s surplus would be correspond- 
ingly increased $14,000. 


CoNSOLIDATED WoRKING PAPERS 


Inter-co. Consol. 
Company Company elim- balance- 


Assets H Ss inations sheet 
Plant 250,000 100,000 350,000 
Investment in S co. stock, 80% 104,000 104,000 
Inventories 30,000 20,000 50,000 
Accounts receivable 20,000 15,000 35,000 
Cash 10,000 5,000 15,000 

414,000 140,000 104,000 450,000 

Liabilities 
Accounts payable 25,000 10,000 35,000 
Capital stock 

Company H 300,000 300,000 

Company S 100,000 80,000 20,000 M 
Surplus 

Company H 89,000 89,000 S 

Company S 30,000 24,000 6,000 M 


414,000 140,000 104,000 450,000 
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Following method B, there would be eliminated: 


The investment account of $90,000 
Subsidiary stock 80,000 
Subsidiary surplus 10,000 


The remaining $20,000 surplus of the subsidiary would be divided into 
two parts: 


The minority interest, 20% of $30,000, or $6,000 
The holding company’s portion—remainder, $14,000 


CONSOLIDATED WoRKING PAPERS 


Inter-co. Consol. 
Company Company elim- __balance- 


Assets H S inations _ sheet 
Plant 250,000 100,000 350,000 
Investment in S co. stock, 80% 90,000 90,000 
Inventories 30,000 20,000 50,000 
Accounts receivable 20,000 15,000 35,000 
Cash 10,000 5,000 15,000 


400,000 140,000 90,000 450,000 


Liabilities 
Accounts payable 25,000 10,000 35,000 
Capital stock 
Company H 300,000 300,000 
Company S 100,000 80,000 20,000 M 
Surplus 
Company H 75,000 75,000 
Company S 30,000 
Excess of investment over par 10,000 
Minority 6,000 M 
Consolidation 14,000 S 


400,000 140,000 90,000 450,000 


The consolidated surplus in each case will be $89,000. 


To illustrate the effect of this treatment in writing off any goodwill 
which may have been represented in the purchase of the subsidiary stock, 
let us assume that the surplus of the subsidiary at the date of acquisition 
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of the stock was $10,000. The book value, then, was $110,000, and the 
book value of the 80 per cent. interest acquired was $88,000. On this 
assumption, the eliminations, the goodwill and the surplus would be: 


Inter-co. Consol. 
Company Company elim- __balance- 


Assets H S inations sheet 
Investment in S co. stock—cost 90,000 
800 shares—par 80,000 
Surplus at acquisition— 
80% of $10,000 8,000 
Goodwill 2,000 G 
Liabilities 
Capital stock 
Company H 300,000 300,000 
Company S 100,000 80,000 20,000 M 
Surplus 
Company H 75,000 75,000 S 
Company S 30,000 
Surplus acquired at purchase 8,000 
Minority—20% of $30,000 6,000 M 
Consolidation—80% of 20,000 16,000 S 


The surplus in this case is $91,000. In the other cases it was $89,000. 
The difference represents the $2,000 goodwill which was automatically 
written off by being obliged to consolidate without knowing the book 
value of the stock at acquisition and hence being unable to compute the 
goodwill. 

In conclusion, the following problems are presented and solved: 


PROBLEM 


On January 1, 1913, company A acquires a controlling interest in 
companies B and C through the purchase of the following stocks and bonds 
for cash, viz.: 


800 shares 6% cumulative preferred stock—preferred as 


to capital and dividend—of company B for $80,000.00 
2,000 shares common stock of company B for 200,000.00 
150 shares of common stock of company C for 25,000.00 
$50,000 first mortgage 6% bonds of company C for 50,000.00 


Company B is the holder of 600 shares of company C capital stock. 
From the statements of assets and liabilities at December 31, 1913, of the 
three companies given here below, prepare a consolidated balance-sheet at 
that date. 
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Company A 


Balance-sheet, December 31, 1913 


Assets 
Cost of property 


Investments 
$50,000 in company C bonds 
150 shares in company C 
800 shares in company B (preferred) 
2,000 shares in company B (common) 


Current assets 
Inventory 
Accounts and notes receivable 


Inter-company accounts 
Company B 
Company C 


Deferred charges to operation 


Liabilities 
Capital stock—total authorized and issued, 
5,000 shares of $100 each 
First mortgage 6% bonds 
Current liabilities 
Accounts payable 
Bond interest accrued 


Reserve for depreciation 

Surplus 
Balance at December 31, 1912 
Profit for the year 1913 


$1,000,000.00 


$50,000.00 
25,000.00 
80,000.00 


200,000.00 355,000.00 


$200,000.00 


100,000.00 300,000.00 


$75,000.00 
20,000.00 95,000.00 


15,000.00 


$1,765,000.00 


$250,000.00 
135,000.00 385,000.00 


$1,765,000.00 


‘ 
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Company B 


Balance-sheet, December 31, 1913 


Assets 


Cost of property 
Investments 

600 shares in company C 
Current assets 

Inventory 

Accounts receivable 


Inter-company accounts 
Company C 
Deferred charges to operation 


Liabilities 


Capital stock—total authorized and issued 
Common 2,500 shares 
Preferred, 1,000 shares 


First mortgage 6% bonds 
Current liabilities 
Accounts payable 
Bond interest accrued 
Preferred dividend, payable January 1, 1914 


Inter-company accounts 


$500,000.00 
100,000.00 

$64,000.00 
56,000.00 120,000.00 
15,000.00 
20,000.00 


$755,000.00 


$250,000.00 
100,000.00 $350,000.00 
150,000.00 

$30,500.00 

1,500.00 


3,000.00 35,000.00 


Company A 75,000.00 
Reserve for depreciation 20,000.00 
Surplus 

Balance at December 31, 1912 $85,000.00 

Profit for the year 1913 40,000.00 125,000.00 

$755,000.00 
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Company C 


Balance-sheet, December 31, 1913 


Assets 
Cost of property 
Investments 
100 shares in company B (preferred) 
Current assets 
Inventory 
Accounts receivable 


Deferred charges 


Liabilities 
Capital stock—total authorized and issued, 
750 shares of $100 each 
First mortgage 6% bonds 
Current liabilities 
Accounts payable 
Bond interest accrued 


Inter-company accounts 
Company A 
Company B 


Reserve for depreciation 
Surplus 
Balance December 31, 1912 
Profit for the year 1913 


SOLUTION 


$150,000.06 
10,000.00 


$62,000.00 
18,000.00 80,000.00 


10,000.09 


$250,000.00 


$75,000.00 
50,000.00 


$24,500.00 
500.00 25,000.00 


$20,000.00 
15,000.00 35,000.00 
15,000.00 

37,500.00 


12,500.00 50,000.00 


$250,000.00 


To ascertain the goodwill, it is necessary to see how much was paid 
for the stocks and what was received in book value. As A paid par for 
the preferred stock of B, there is no goodwill involved in the purchase. 


A paid for 2,000 shares of B common stock 200,000.00 

It received book value of 134%, or 268,000.00 

Excess value received $68,000.00 
Less 600 shares of C held by B $100,000 

Book value 150% 90,000 $10,000.00 

150 shares of C held by A 25,000 

Book value 150% 22,500 2,500.00 12,500.00 


Net excess value received 


$55,500.00 


‘ 
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Any excess value obtained in the purchase would be a book profit. 
Any excess payment made over the value received would be a purchase of 
goodwill. Therefore, the above figures could be divided into a credit of 
$68,000 to surplus and a charge of $12,500 for goodwill. As there is no 
information as to when B acquired C’s stock, nor as to its value at that 
time, and as it is well to avoid goodwill in the accounts, if possible, the 
better plan is to credit the net amount to surplus. 


Calculation of surplus appearing in consolidated balance-sheet 
Company Company Company Total 


Surplus A B C 
Balance December 31, 1912 250,000 85,000 37,500 372,500 
Deduct : 


Surplus represented in book 
value of stock at date of 
inter-company acquisition 


A’s investment in C 7,500 7,500 

A’s investment in B 68,000 68,000 

B’s investment in C 30,000 30,000 

Total 68,000 37,500 105,500 

Net December 31, 1912 250,000 17,000 0 267,000 
Profit, 1913 138,200 40,000 12,500 190,700 
Balance December 31, 1913 388,200 57,000 12,500 457,700 


Minority interest 
500 shares co. B common 
1/5 of $85,000 + 40,000 25,000 25,000 


388,200 32,000 12,500 432,700 


Add 
Surplus represented by excess 
of book value of inter-co. 
holdings, at date of acqui- 
sition, over purchase price 


(as explained above) 55,500 
Surplus—per consolidated balance-sheet 488,200 
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Assets A 
Cost of property 1,000,000 


Investments 
lst mortgage 6% 
bonds, company C _ 50,000 
150 shares 
company C 25,000 
Par 
Surplus Dec. 31, 12, 
1/5 of $37,500 
Goodwill or surplus 
800 shares 
company B pref. 80,000 
2,000 shares 
company Bcom. 200,000 
Par 
Surplus Dec. 31, 


4/5 of $85,000 
Goodwill or surplus 
600 shares of C 
Par 
Surplus Dec. 31, 1912 
4/5 of $37,500 
100 shares company B pref. 
Inventory 200,000 
Accounts and 
notes rec. 100,000 
Company B 75,000 
Company C 20,000 
Interest receivable 500 
Dividends rec. 2,700 
Deferred charges to 
operations 15,000 
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Company A AND SUBSIDIARIES 


Consolidated working papers, December 31, 1913 


Inter-co. 
Company Company Company elim- 
B Cc inations 
500,000 150,000 
15,000 
7,500 
80,000 
200,000 
68,000 
100,000 
60,000 
30,000 
10,000 10,000 
64,000 62,000 
56,000 18,000 
75,000 
15,000 35,000 
500 
2,700 
20,000 10,000 


Consol. 
balance- 


1,650,000 


2,500 S* 


68,000 S* 
10,000 S* 


326,000 
174,000 


45,000 


1,768,200 


755,000 250,000 583,700 


2,189,500 


*See preceding computation of goodwill and surplus. 
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Company A AND SUBSIDIARIES 
| Consolidated working papers, December 31, 1913 


Inter-co. Consol. 


Company Company Company elim- __balance- 
Assets A B Cc inations _ sheet 
Capital stock (A) 500,000 500,000 
Surplus 
BalanceDec. 31, 1912 250,000 250,000 S 
Profit, 1913 138,200 138,200 S 
, Capital stock, common (B) 250,000 200,000 50,000 M 
Capital stock, pref. (B) 100,000 10,000 
80,000 10,000 M 
Surplus 
Balance Dec. 31, 1912 85,000 
Profits, 1913 40,000 
Surplus at acquisition 68,000 
Minority 
25% of 125,000 25,000 M 
Surplus—consolidated 32,000 S 
Capital stock (C) 75,000 60,000 
15,000 
Surplus 
Balance Dec. 31, 1912 37,500 30,000 
7,500 
Profit, 1913 12,500 12,500 S 
First mortgage 
6% bonds 500,000 150,000 50,000 700,000 
Accounts payable 70,000 30,500 24,500 125,000 
Company A 75,000 20,000 95,000 
Company B 15,000 15,000 
Bond interest accrued 10,000 1,500 500 500 11,500 
Preferred dividend, 
due Jan. 1, 1914 3,000 2,700 300 
Reserve for depre- 
ciation 300,000 20,000 15,000 335,000 
1,768,200 755,000 250,000 583,700 2,189,500 
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Company A AND SUBSIDIARIES 
Consolidated balance-sheet, December 31, 1913 


Assets 
Fixed assets 
Property 1,650,000 
Less reserve for depreciation 335,000 1,315,000 
Investments 
Treasury bonds 50,000 
Current assets 
Inventory 326,000 
Accounts and notes receivable 174,000 500,000 
Deferred charges to operations 45,000 
1,910,000 
Liabilities 
Fixed liabilities 
Capital stock 500,000 
Surplus (per statement) 488,200 988,200 
First mortgage 6% bonds 700,000 
1,688,200 
Minority 
For 500 shares company B com. 50,000 
For 100 shares company B pref. 10,000 
Surplus 25,000 85,000 1,773,200 
Current liabilities 
Accounts payable 125,000 
Bond interest accrued 11,500 
Preferred stock dividend—due Jan. 1, 1914 300 =: 136,800 
1,910,000 


The bonds of company C held by A are not eliminated as an inter- 
company item, because the whole mortgage lien against the property should 
be shown, since the bonds may be sold at any time or may be used as 
collateral. Even in the case of a complete merger, they might not be 
canceled, but would be held as treasury bonds for use in emergency. 


PRoBLEM 


A “blank” firm is engaged in the lumber business, owning timber lands 
in fee and licensed saw mills and other equipment and 90 per cent. of 
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the stock in another lumber corporation. An accountant is instructed to 
examine the accounts for the purpose of ascertaining the true financial 
position. The following is a trial balance from the firm’s books December 
31, 1914, after closing: 


Dr. Cr. 
Cash 20,000 
Accounts receivable 150,000 
Logs and mfg. lumber 200,000 
Advances on account of season’s logging operations 100,000 
Investments in controlled company, 900 shares (cost) 99,000 
Timber lands (cost) 500,000 
Mill plants and equipment (cost) 250,000 
Loans payable 150,000 
Accounts payable 250,000 
Deposits on orders 50,000 
Mortgage on plants 150,000 
Controlled company current account 20,000 
Partner’s capital 739,000 


$1,339,000 $1,339,000 


The controlled company’s trial balance December 31, 1914, was: 


Dr. Cr. 
Cash 5,000 
Accounts receivable 70,000 
Logs and mfg. lumber 40,000 
Timber lands 50,000 
Mills 100,000 
Bills payable 100,000 
Blank firm 30,000 
Accounts payable 20,000 
Capital stock 100,000 
Surplus 15,000 


The following matters disclosed by the accountant’s examination were not 
included in the accounts prior to closing December 31, 1914: the appraised 
value of the timber lands of the firm consisting of 200 square miles is 
$3,000 per square mile and those of the controlled company 20 square miles 
at the same price per square mile, and the owners wish these taken up in 
the accounts ; $50,000 of the bills payable of the controlled company were 
endorsed by the firm and the latter also discounted customers’ notes 
amounting to $25,000; the difference in the inter-company accounts con- 
sisted of a charge by the firm to advances on logging operations instead of 
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to the controlled company; there were prepaid taxes in the controlled 
company of $2,000; the stocks on hand of logs and lumber were pledged 
as security for loans of $100,000. 

Prepare a consolidated balance-sheet and write a brief report covering 
the examination and balance-sheet. 


as follows: 


SoLUTION 
After making the required adjustments, the working papers would be 


BLANK FIRM AND CONTROLLED COMPANY 


Consolidated working papers, December 31, 1914 


Assets 

Cash 

Accounts receivable 

Logs and mfg. timber 

Advances on account of 
operations 

Investment in controlled 
company 

Timber lands 

Mill, plants and equipment 

Controlled company current 
account 

Notes receivable 

Prepaid taxes 


Liabilities 
Loans payabie 
Accounts payable 
Deposit on orders 
Mortgage on plants 
Unearned profit on 

timber land 


Notes receivable discounted 
Partners’ capital 

Bills payable 

Blank firm 

Capital stock 

Surplus 


Controlled Inter-co. Consol. 
Blank corpor- elim- balance- 
firm ation inations sheet 
20,000 5,000 25,000 
150,000 70,000 220,000 
200,000 40,000 240,000 
90,000 90,000 
105,300 105,300 
600,000 60,000 660,000 
250,000 100,000 350,000 
30,000 30,000 
25,000 25,000 
2,000 2,000 
1,470,300 277,000 135,300 1,612,000 
150,000 150,000 
250,000 20,000 270,000 
50,000 50,000 
150,000 150,000 
100,000 10,000 109,000 
1,000 M 
25,000 25,000 
745,300 745,300 
100,000 100,000 
30,000 30,000 
100,000 90,000 10,000 M 
17,000 15,300 1,700 M 
1,470,300 277,000 135,300 1,612,000 
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BLANK Firu 
Consolidated balance-sheet, December 31, 1914 


Assets 
Fixed assets 
Timber and lands 660,000.00 
Mill plants and equipment 350,000.00 1,010,000.00 
Current assets 
Logs and mfg. timber 240,000.00 
Advances on account of season’s operations 90,000.00 
Accounts receivable 220,000.00 
Cash 25,000.00 575,000.00 
Deferred charges 
Prepaid taxes 7,000.00 
$1,587,000.00 
Liabilities 
Fixed liabilities 
Mortgage on plants 150,000.00 
Current liabilities 
Loans payable 150,000.00 
Bills payable 100,000.00 
Accounts payable 270,000.00 
Deposits on orders 50,000.00 570,000.00 
Contingent liabilities 
Notes receivable discounted 25,000.00 
Less notes receivable 25,000.00 
720,000.00 
Capital and reserves 
Reserve for unearned profit on land 109,000.00 
Partners’ capital 745,300.00 
Minority interest 12,700.00 758,000.00 
$1,587,000.00 
Notes: The endorsement of the $50,000 of the controlled company’s 
notes by the firm does not affect the consolidated balance-sheet, as these 
loans appear there as direct obligations of the consolidation. 
Since the surplus of the subsidiary company at the date of the pur- 
chase of its stock by the firm is unknown, it is impossible to determine 
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whether or not it was purchased at book value. If there was any good- 
will represented in the purchase price it cannot be calculated, and the 
solution given has the unavoidable effect of writing off against the part- 
ners’ capital any goodwill for which payment may have been made. 


REPORT 

“I have examined the accounts of the blank firm and of the lumber 
company in which it holds ninety per cent. of the stock. 

“Owing to positive instructions, I have written up the value of the 
timber lands owned to put them on the books at the aypraised value, and 
have credited the increase to unearned profit in timber .ands, as it is con- 
trary to all accounting principles to write up fixed assets and to consider 
the increase as a natural profit. Of this unearned profit in the controlled 
company ten per cent. belongs to the minority stockholders and only 
ninety per cent. to the firm. 

“As the minority stockholders own ten per cent. of the stock of the 
controlled company, they are credited with the book value of their shares 
at one hundred and seventeen per cent., to which is added their ten per 
cent. of the unearned profit in timber lands, which will belong to them if 
it is ever realized. 

“T have made the necessary adjustments of the accounts to conform 
to the conditions as to reciprocal accounts and prepaid taxes, and 
hereby certify that, in my opinion, the consolidated balance-sheet sub- 
mitted herewith is a true and correct statement of the condition of the 
combined concerns on December 31, 1914. 

ty 


Cyrus Williams and O. A. Grundmann announce that they have become 
associated for the practice of accounting. The offices of the firm are in 
the Metropolis building, 31 Union Square, New York. 


The Chatham Audit Company, 1328 Broadway, New York, announces 
that William Franzblau has become a member of the firm. 


Arthur Young & Company announce that Andrew Craig, C.P.A., C.A,, 
has become a partner of the firm. 


Charles A. Klein announces the removal of his office from 61 Broadway 
to 1 Wall street, New York. 


Paperno & Levison announce the removal of their offices to 55 Liberty 
street, New York. 


Max Meyer announces the removal of his offices to Johnson Building, 
30 Broad street, New York. 


Theodore Wachtell announces the removal of his offices to 302 Broad- 
way, New York. 
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Correspondence 
“Definition Needed” 
Editor, The Journal of Accountancy: 

Sir:—I read with much interest your editorial in the current issue of 
THE JOURNAL oF ACCOUNTANCY with regard to the proper use of the terms 
accountant and WNookkeeper. Whilst appreciating the service you are 
rendering in yout endeavors to standardize accounting nomenclature I 
beg to take exception to your claim to the title of accountant as exclusively 
belonging to professional practitioners of the science of accounting. 

It is true that-many bookkeepers whose services to their employers 
have been recognized by increases of salary are prone to imagine them- 
selves accountants, or at least to style themselves as such on account of 
the somewhat homely ‘sound of the perfectly honorable title of bookkeeper ; 
but it cannot be denied that in the employ of hundreds of commercial firms 
and corporations there are to be found accountants as worthy of the name 
as many of those engaged in public practice. This contention is supported 
by no less an authority than A. Lowes Dickinson, who in his Accounting 
Practice and Procedure states, “The trial balance is the work of the book- 
keeper, while the conversion of this trial balance into a substantially accu- 
rate financial estimate of position, or balance-sheet, is the work of the 
accountant ” 

If the claim of the American Institute of Accountants that only those 
engaged in accounting as a public profession should be referred to as 
accountants is valid, then those officers of corporations who are able to and 
do prepare their own financial statements and balance-sheets and intelli- 
gently interpret the meaning of the figures in their accounts are mere book- 
keepers. But I believe the restriction of the use of the word as you desire 
will hardly receive the approval of the commercial world generally, much 
less of the many corporation employees who, while not engaged in nor 
even experienced in public auditing, not only call themselves accountants 
but are justly entitled by qualification to be considered as such. 

It is greatly to be deplored that there is still so much ambiguity in 
accounting terminology, and it is to be hoped that your institute and its 
organ will eventually succeed in securing some uniformity in the accepta- 
tion of terms. In my own sphere, that of railroad accounting, and also 
in many commercial concerns, it has become very general to style the chief 
accounting officer “auditor,” although accounting and auditing are really 
two distinct functions. These are frequently combined under one head, 
who, as Mr. Montgomery has pointed out, is in reality a comptroller, a 
title which, in comparatively small corporations, is probably considered 
too high sounding and perhaps too comprehensive. The English system 
is to separate accounting from auditing, the former being in charge of the 
chief accountant and the latter usually under the care of a firm of profes- 
sional auditors elected for the purpose by the shareholders themselves. 
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It would seem that the American Institute erred in dropping the word 
“public” from the title of its organization, as its inclusion frees the term 
from all ambiguity—a public accountant being universally understood to 
refer to the professional practitioner, whereas the term accountant is nearly 
as generally accepted to mean “one who is skilled in accounts.” 

Very truly yours, 
Lewis A. OATES. 

Habana, Cuba, April 16, 1918. 


Experience Requirements Deprecated 
Editor, The Journal of Accountancy: 


Sm :—I desire to ask you to comment on the latest requirements set by 
the New York state C.P.A. board, the news of which must have been 
received with the greatest surprise by all students of accountancy. 

Students who have heretofore gloried in the wonderful progress the 
profession was making, and who have welcomed the C.P.A. legislation 
which has been enacted in the various states, must now feel thoroughly 
chagrined by New York state’s latest C.P.A. law. 

It is extremely difficult to find a good reason for this law and its 
requirements. One is at a loss to understand why a medical student 
should spend only two years in a hospital while the student of accounting, 
whose responsibilities as an accountant never can and never will equal 
those of a physician, should be required to serve five years in the office of a 
certified public accountant. Equally as mysterious and obnoxious is the 
requirement that he shall have had three out of the five years’ experience 
completed before sitting at the examination. Even the lawyer’s responsi- 
bilities are as great as, and often greater than, those of the accountant, 
and yet the student of law spends only one year in a lawyer’s office. 

It now appears that the accusation that accountants are limiting their 
number for their own pecuniary gain, which was made by some students 
in the year of 1916, as a result of an editorial entitled Recruits Wanted, 
which appeared in THe JourNat or AccounTANcy of February of that 
year, are now well substantiated, and that the following quotation, which 
is from George Bernard Shaw, with some modification, would be an 
appropriate explanation for this very arbitrary law: 

“But just as the best carpenter or mason will resist the introduction 
of a machine that is likely to throw him out of work or the public technical 
education of unskilled laborers’ sons to compete with him, so the doctor 
will resist with all his powers of persecution every advance of science that 
threatens his income.” 

Very truly yours, 
5. & 

New York, N. Y. 
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Book Reviews 


FARM ACCOUNTING, by Hiram T. Scovitte, asst. prof. of account- 
ancy, University of Illinois. D. Appleton & Co., New York. 430 pp. 
Cloth, $2 net. 


Some of us who are rapidly acquiring well developed tonsures and 
with them sad appreciation of the sorrows of “old Uncle Ned” will find 
much in the illustrative entries of this book to remind us of the old days 
of the “deestrick school,” when all examples in arithmetic were given in 
terms of farm produce. But with a difference! Contrast the payment 
to the hired man of to-day at the rate of $2.25 per diem with the old- 
time “Paid Tom $5 for week’s wages”; or selling butter to the creamery 
at 35c. where we used to barter the same commodity with the general 
store at 12%c.! 

No doubt the old-time farmer would stand aghast at the sight of this 
text-book, if he did not scorn it with bucolic hilarity. Times have 
changed and farming is now recognized to be a business that demands 
business methods in administration, which naturally include proper and 
adequate accounting. The farmer of the present and future is a graduate 
of some agricultural college, trained to get scientific results and to keep 
scientific records to show how he gets them. Bulletins of the federal and 
state agricultural departments have been useful in teaching farmers the 
value of such records, but good text-books on the subject have been scarce. 
This need Professor Scoville seeks to supply and we think he has done 
his work well. The charge of being a mere theorist cannot be laid at 
his door, for he has had practical experience both as farmer and 
accountant. 

If we regret to note the inclusion of interest on invested capital as an 
element of cost, it is not only because of the fallacy involved, but because 
from late experience we know what vexation of spirit awaits the farmer 
when he comes to make out his income or excess profits tax report. Heaven 
knows the job is bad enough as it is without requiring him laboriously 
to eliminate all interest costs as required by the treasury department. 
Why teach him to include it in his accounts, then? 

It goes without saying the book should find a place on the shelf of 
every public accountant’s library. There are many technical points covered 
which cannot be found elsewhere than in farm journals or agricultural 
department bulletins. W. H. L. 


WHAT IS FAIR, by Witt1am G. Raymonp, C.E., LLD. John Wiley & 

Sons, Inc., New York. Cloth, $1 net. 

In a handy little pocket edition Prof. Raymond of the state university 
of Iowa gives us a study of some problems in public utility regulation. 
As might be expected, the chief subjects of discussion are methods of 
control by the public, fair return and valuation. The author pleads for 
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fairness and justice to all parties, and attempts to arrive at some scientific 
basis for a fair return. His tentative suggestion is that the rate should 
be on a sliding scale beginning with two to three-and-a-half times the 
going rate on commercial loans for new properties and decreasing in pro- 
portion as the business becomes established. This will strike public utility 
corporations as decidedly fair, but we doubt if the author’s ingenious 
arguments will have much influence on utility commissions. 

Except as a general introduction to the whole vast subject, the book 
will hardly attract the professional engineer or accountant. It would be 
a very useful book to circulate in communities where a rate-fight is taking 
place, as it might induce the general reading and thinking public to realize 
that there really are two sides to the question. W. H. L. 


PRINCIPLES OF BOOKKEEPING, by Miner anp Etwett. Ginn & 

Co., Boston. 270 pp. Cloth, $1.30. 

A practical elementary drill-book for the beginner. The difficulty of 
finding anything new to say about books of this type tempts one to adopt 
the laudatory language of the publisher’s letter accompanying the book 
and let it go at that! Without risking the wrath of the other odd hundred 
authors of the “best and most up-to-date” treatise on bookkeeping by 
endorsing the said letter, we observe that the book appears to be the first 
of a new series of text-books on accounting by Geo. W. Miner and Prof. 
Fayette H. Elwell, C.P.A., of the state university of Wisconsin, that it 
lays particular stress on drill-work, which is after all the real secret of 
good bookkeeping, and that its appendices contain valuable definitions 
and forms which do not always appear in books of this class. The book 
is well printed and the illustrations in script are of a character likely to fix 
the student’s attention. 

We can conscientiously recommend the manual to home students, and 
also to teachers who have not already adopted a system of their own— 
and written a book about it. W. H. L. 


Certified Public Accountants of Massachusetts, Inc. 


At the annual meeting of the Certified Public Accountants of Massa- 
chusetts, Inc., the following officers were elected: president, Edwin L. 
Pride ; vice-president, Hollis H. Sawyer; treasurer, Gerald Wyman; secre- 
tary, George Lyall ; executive committee: Edwin L. Pride, Gerald Wyman, 
George Lyall, Hollis H. Sawyer, J. Edward Masters, F. R. Carnegie Steele, 
Gideon Mansfield. 


Hugh M. Anderson announces the removal of his office to 874 Broad- 
way, New York. 
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Bookkeeping is a simple and easy 
operation on Elliott-Fisher' The Book- 


keeping Machine. Time is saved. Re-- 


cords are neat and accurate. 


The work of the accounting depart- 
ment is kept up-to-date. The book- 


keepers are relieved of mental strain. 


‘There are two important features which accom- 
plish these desirable results—the continuous 
itemized journal of all entries (The Elliott-Fisher 
Proof Sheet) and mechanical computations. 


Accounts are always in balance and written 
proof is furnished of each day’s work. The 


trial balance is obtained promptly. End of the © 


month congestion is eliminated. 


Upon request,' valuable information will be furnished 
concerning efficient methods used by progressive con- 
cerns throughout the country with Elliott-Fisher The 
Bookkeeping Machine. Write us. 


Elliott-Fisher Company, 628 Elliott Parkway, Harrisburg, Pa. 
Offices in all principal cities. 


~Fisher 


Machine 
Flat Writing Surface 
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Opportunities in Accountancy 


With hundreds of thousands of men leaving for the front, leaving hundreds of 
thousands of vacancies; with increased business resulting from the war; with 
intricate tax-laws and government activities increasing the volume of accounting 
work; with large numbers of accountants employed by the government, which is 


in need of still more—the demand for qualified men is greater than ever before. 


Those who are trained—who are more efficient—can do good for themselves 
and the country’s cause, either directly in government service or indirectly in 
private business. Trained accountants must be found to carry on the work 
which is so necessary at this time. 


Furthermore, the training you secure now will be of increased value when the 
country’s activities are directed to the vast constructive work that must follow 
the war. 


Correspondence Instruction 


We offer by correspondence courses in accountancy and business law—courses 
endorsed by leading members of the accounting profession and by accounting 
educators. 


Chicago and New York Evening Schools 


For full information and bulletin in regard to resident instruction address 
W. H. Harrison, Secretary, 353-363 Peoples Gas Building, Chicago, or Harold 
Dudley Greeley, C. P. A., Resident Manager, 713 Singer Building, NewYork City. 


A postal will bring our interesting book. Address the 


WALTON 
COMMERCE 


Seymour Walton, A. B., C. P. A., Dean 
J. Porter Joplin, C. P. A.. Pres. Charles H. Langer, C. P. A., Vice-Pres. 


353-363 Peoples Gas Bldg. Chicago, Illinois 
In making inquiry please advise whether you are interested in correspondence or resident instruction. 
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Accountants’ Columnar Pads 


OR analytical work or accountants’ reports we offer fifteen numbers 
that are ruled on strong white bond paper and wire stitched to 
board backs. The sheets are perforated so that they can be easily 
torn out. With the exception of the 13 and 16 column sheets, the pads 
contain 80 leaves each. 


E also make twelve numbers, each containing 50 leaves of Saxon 

paper, and from 6 to 30 rulings. The sheets are not perforated, 

but are permanently bound with printed pulp board covers and cloth 
back. 


Ask your stationer about these indispensable Commercial Pads 


National Blank Book Company 


Holyoke Massachusetts 


NATIONAL 
ACCOUNTANTS’ COLUMNAR PADS 
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Company, Boston. 


H. Gordon Smith 


Assistant to the president United States Tire 
Company, formerly with Detroit Bureau of 
Governmental Research. 


Lent D. Upson, M.A., Ph.D. 


Director, Detroit Bureau of Governmental 
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BUILT LIKE A TREE— 


what an elective accounting course really 


is—and what it means to the student. 


Just one path—just a single goal regardless of its stu- 


dents’ personality, individuality or ambitions—that is all the average 
extension school can offer; and in the case of accountancy instruction, that single 
goal has always been public accounting---qualification for the C. P. A. degree. 


Many wish to prepare for executive accounting—positions as comp- 
trollers, auditors, treasurers, credit managers, system experts, or cost accountants. 


Such training can never result from mere C. P. A. coaching courses. 


real need requires an elective course. 


To meet this 


For the new Tanner-Gilman Elective Course in Advance Ac- 


counting is built like a tree. 


The trunk is the training in general accounting—it includes a brief 
elementary section and advanced lessons in Basic Accounting, Basic Auditing and 


Basic Costs—sixty lessons. 


The branches are the specialized elective courses—twenty-five 


groups of ten lessons each. 


Each specialized elective group is 
written by an expert. Each is authoritative, 
detailed, comprehensive and thorough. For 
example, the C. P. A. Coaching group is 
written by William T. Sunley, Jr., C. P. A., 
member American Institute of Accountants, 
formerly senior partner in the public account- 
ing firm of Sunley, Evans and Morris, Detroit. 


In this group, the student is taught 
how to handle himself in the examination, how 
to use working sheets to insure rapid, accurate 
solutions to problems, how to present solu- 
tions properly, how to interpret questions and 
problems—in addition to extensive training in 
the solution of practical problems, carefully 
selected from important examinations. 


The other elective groups are just 
as thorough, practical and scientific. 


The elective feature is perhaps the 
most remarkable advance that has ever been 
made in extension education. It is of real 
interest to the practitioner who is frequently 
asked to recommend an accountancy school. 


International Accountants’ Seclety Division 
Tanner-Gilman Schools, Incorporated 
626 South Michigan Avenue, Chicago 


ACTIVE FACULTY 


John B. Tanner, C. 
P. A., formerly part- 
ner in the firm of 
Nau, Tanner & Rusk, 
Certified Public Ac- 
countants; ex-ac- 
counting director, Wis- 
consin State Board of 
Public Affairs. 


Stephen Gilman, C. 
P. A., formerly man- 
ager, Oredit Depart- 
ment, Tennessee Coal, 
Iron & Railroad Com- 
pany; author of ‘‘Prin- 
ciples of Accounting.’’ 
a text which has been 
officially adopted by 
many of the larger uni- 
versities. 


F. W. Morton, C. 
P. A., ex-president, 
International Account- 
ants Society; Educa- 
tional Director, the 
Tanner-Gilman 
author of “‘C. P. 
Questions and = 
swers.’’ 


Frank E. Webner, 
Cc. P. A., senior mem- 
ber, Frank E. Web- 
ner & Oompany, In- 


dustrial Engineers ; 
author of ‘‘Factory 
Costs’’ and ’’Factory 


Accounting.’’ 


Geo. P. Ellis, C. P. 
A., formerly auditor, 
Chicago Bridge & Iron 
Company ; managing 
partner, Tanner, Gil- 
man and Eliis, Certi- 
fied Public Account- 
ants. 


Each student selects three groups out of the twenty-five. 
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P. A., Professor of 
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tion, University of 
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P. A., Secretary Cali- 
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M. Byers Company, 
Pittsburgh, Pa. 
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President 
C. A. Pfeffer & Com- 
pany, Detroit. Mich. 
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Gives You 
Full Executive 


Control— 


” U NIFIED Accounting Meth- 
ods for Industrials” by 
Clinton E. Woods, formerly 
Advisory Engineer, Remington 


Arms-U M C Company, now of 
the firm of Woods, Keller and 
Company. 


In this important new book Mr. Principfes of Industriel 

for the highly efficient control 


P hasi R 
of manufacturing concerns. 


Stores Management and Control. 

In too sg We plants general ac- Classifications for Handling of Pro- 
counting is one thing, cost ac- duction. 

counting is another, while production is 
treated as an incident so far as account- 
ing is concerned. Accurate information 


Analyzing and Grouping Machine 
Tool Equipment. 


about the business as a whole is obtained Schedules for Manufacturing Con- 
but once a year. cerns. 

By the methods Mr. Woods has Seeing Semen 

developed, the detailed figures taber. 

about the three factors of finances, sales Distributing the Costs, 


and production are unified into carefully 
designed monthly statements; the ac- 
countant can show what is happening 
throughout the entire business. 


Commercial Accounting. 


Dept. 29. Ronald Press Company 
20 Vesey St., New York City 


Please send me “Unified Accounting Methods for 
Fur thermore, the distributions Industrials” by Clinton E. Woods. I agree to return 
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Breadth Makes the Man 


The School of Commerce, Accounts and 


Finance of New York University has main- 
tained a leading position in accounting instruction since 
1900. It was established through the influence of a large 
group of Certified Public Accountants in New York. 


These leaders, men of broad vision, realized that those who 
were to be admitted to the professional ranks had to have 
thorough training in all the fundamentals of business, in 
addition to specialized training in accounting. __ 


Men who know accounting, but do not know business, may not be 
good accountants. 


Breadth of training rather than narrow accounting technique has 
been the keynote of School of Commerce instruction since its be- 
ginning. Its graduates are business men with accounting training. 
Their knowledge carries them beyond the confines of the accounting 
department into the broader phases of business relations. This explains 
the rapid advancement of many of them into executive positions. 


Wide Range of Subjects 


. Instruction in 170 subjects is given by a faculty of over 100 men. In the 
faculty are included twelve Certified Public Accountants. Accounting study 

is accompanied by well-correlated training in economics, finance, law, or- 
anization, management, marketing, English, insurance and many other 
elds of business. 


Evening Courses 


The four-year evening course leads to degree of Bachelor of Commercial 
Science. Men and women over 21 years of age, not graduates of a high 
school, are admitted as Special Students. 


Call or write for Bulletin No. 612. 


Major B. Foster, Secretary 


New York University School of 


Commerce, Accounts and Finance 
32 Waverly Place, New York On Washington Square 
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American Institute of Accountants 


List of Officers, Members of Council and Committees 


1917-1918 
OFFICERS 
ad W. Sanders Davies, 103 Park Avenue, New York 
eliiecesidents pose O. May, 54 William Street, New York 
A. P. Richardson, 1 Liberty Street, New York 


MEMBERS OF THE COUNCIL 


For the term of five years: For the term of three years: 
J. Edward Masters.............. Massachusetts Illinois 

Illinois For the term of two years: 
For the term of four years: Hamilton New Jersey 
New York Edward Gane: cs Illinois 
Oregon Bertram D. Kribben.............: ..+.+Missouri 
New Jersey Overton S. Kentucky 
Herbert G. Stockwell............. Pennsylvania Charles Neville .........+sseeseecseees Georgia 
«THOMAS... California William F.. New York 

For the term of one year: 

Missouri F. R. Carnegie Steele............ Massachusetts 


Edward L. New Jersey 


Boarp OF EXAMINERS 


For three years: For two years: 
New York Arthur W. Teele, Chairman........ New York 
Watdron H. Rand............... Massachusetts Oy New York 
For one year: 

AUDITORS 

RR. Pennsylvania Charles O. ......Maryland 
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COMMITTEES 


ExEcuTIVE COMMITTEE 


18 The President, Chairman........... New York R. H. Montgomery..........-sese0e: New York 


Carl H. Nau, Ohio Illinois 
on Arbitration Committee on Federal Legislation 
. E. Gore, inois 
arles B. Towa New Jersey 
Committee on Budget and Finance Committee on Meetings 
E. W. Sells, Chairman........... New York Peter T. Wrigh ; 
ght, Chairman........... Delaware 
‘g Committee on Constitution and By-Laws Committee on Publication 
a W. R. Mackenzie, Chairman............ Oregon J. E, Sterrett, Chairman.........++. New York 
Tennessee William M. New York 
George L. Vannais................ Connecticut New Jersey 


Committee on Education 


Committee on State Legislation 


Waldron H. Rand, Chairman....Massachusetts J. S. M. Goodloe, Chairman......... New York 
SS i Se New York Charles F. McWhorter.............. New York 


tional matter prepared by the authors. 


the present rush. 


DUTIES OF THE JUNIOR ACCOUNTANT 


W. B. REYNOLDS and F. W. THORNTON 


Published under the Endowment Fund of the American Institute of Accountants. 


‘THIS book consists of articles which appeared in the September, October and 
November issues of The Journal of Accountancy, together with much addi- 


It is particularly timely and will be found of much service to accountants during 


It tells the junior accountant exactly what to do and when to do it. 
The volume consists of 102 pages and is of convenient size. 


Tue American Instirure oF ACCOUNTANTS, 
1 Liberty Street, New York. 
GENTLEMEN: 
Enclosed find $................. for which send 
Accountant,” at $1.00 a copy, to the following address: 


copies of “Duties of the Junior 
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. mw Hay So let us think quickly of better ways to do our work. The war 


ington’s Birthday 

I watched the New 

York City detachment of our new Na- 

tional Army swing down Fifth Ave- 
must speed up. nue. There were ten thousand of 

- them marching through the heavy, swirling snow. 
I wondered how many more would have to go. 

We may have to send all the young men and 

call for the older men, just as France has done, and 

eS just as we did during the Civil War. None of us 5 

want that to happen. 

it The only way to stop the overflow of soldiers is 

to beat the Kaiser and his horde of Huns. The only 
way to do that is to give our boys in the trenches so 
much of the munitions of war—of such reper 


quality—that they will be as superior to the enemy as a w 
a turret lathe is to a workman with an old hand lathe. 


? today demands that we do more than we ever have done before. Let 
u usa up, with the thought that we, too, are fighting the enemy. 

even if we can’t see him. Let us hurry our work at our desks and 
benches, and thus keep millions of men out of the trenches. 


(Signed) 


President. 
Max. The National Cash Register Company. 


one slows down all are delayed. 
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LITHOGRAPHING 


Quick Delivery—Reasonable Prices—De Luxe Quality 


Letter Heads Note Heads 
816 x 11—20 Ib. Bond Paper (Black Ink) 816 x 7144—20 Ib. Bond Paper (Black Ink) 


5,000 Lots, at $4.00 per M. _—_5,000 Lots, at $3.00 per M. 
10,000 “ 10,000 “ “ 2950 “ 


Write for Samples 


CuristiAN E. Finck, Jr. 
Representing 


Stationery Co. 


29-37 Sullivan Street Telephone 250 Spring New York City 


More and Better Work In Less Time 


The Marchant Calculating Machine has * brains” of never- 
failing speed and accuracy. It will solve your mathematical 
problems, however difficult they may be, and at the same 
time give you an automatic proof. NHlere’s another example 
of Marchant speed in calculating: 


PRO -RATING 
A 12421.50 1519.11 
B 13345.65 1632.13 
Cc 17638.58 2157.13 
D 14363.21 1756.57 
E 85695.19 _ 10480.22 
17545.16 
Pro Rate 17545.16 + 143464.13 — .122296493 The illustration shows the Pony Special 
Calculated and proved in B seconds by special method of 
dividing particularly adapted to the Marrhant. » me Weight 12 lbs: size 8x12 
It costs nothing to try out the Marchant. You are under no 


obligation whatever. If your work is piling up you had better 
take advantage of this free trial offer and prove Marchant 
efficiency for yourself. Sign the coupon. 


Marchant Calculating Machine Co. ‘ Ha i rhant 
Send me Bulletin A-6 for Accountants. . 


CALCULATING MACHINE CO. 


the Accountant's use. 


7 OAKLAND, CALIF. 


fr 


ACCOUNTANCY 
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WANTED 


Experienced Accountants, Auditors, and Audit Clerks, for 
work on large Government contracts. 


Good opportunity for men over draft age having ability 
and training in either Accountants’ Offices or in important 
positions in industrial enterprises. 


Work will be permanent during the period of the war and 
will probably offer large opportunities thereafter. 


Salaries commensurate with experience and training. 
Replies will be considered confidential. 


Complete information must be furnished in regard to ex- 
perience and training during the last five years. 


Address Box 665 c/o Journal of Accountancy. 


Tear Out—Fill In—Hand Letter-Carrier—or Mail to Post Office 
TO THE LOCAL POSTMASTER: -— Kindly have letter-carrier deliver 


tc me on. 


sss for which I will pay on delivery: Q 


$5. U.S. WAR-SAVINGS STAMPS at each 2 
prices below) 


(State number wanted) (See 


= 25c. U. S. THRIFT STAMPS at 25c. each. 


(State number wan 


Name 
Address 
i uly ict. 2 
J 
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WAR SAVINGS STAMPS 
DELIVERED TO YOUR HOME 
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FOR YOUR BUSINESS SAKE 


Adopt the 


EGRY BILLING SYSTEM 


This is the time to make your business safe for profit. 


To gain the pro- 


nounced advantages this system offers and better your business by its adoption, 


EGRY BILLING SYSTEM 


Overcomes lost motion, turns wasted moments into profitable 


effort. 


Eliminates the element of error and creates greater efficiency; 
provides a dependable record for check and audit, establishing 
protection and actually gives you the details of each transaction. 


WHAT MORE COULD YOU ASK? 


WA 


j The Egry Register Company 
DAYTON, OHIO 


Send for Descriptive Bulletin—No obligation—Get this 
worth-while information. 


LET THE NAME 


EGRY 
BE ASSOCIATED WITH 
YOUR EVERY THOUGHT 
OF BETTER BUSINESS 
Dept. J. 


The True Cost of Labor Turnover 


is shown in a new book of definite information, by Roy Willmarth Kelly, 
Director of the Bureau of Vocational Guidance, and Instructor 
in Education, Harvard University 


SALIENT POINTS OF THE SUBJECT 

How much it costs to run an employment de- 
partment. 

Standardizing wage and salary schedules. 

The normal percentage of labor turnover in 
the average plant. 

The estimated cost of selecting and training 
employees. 

The costly amount of materials used by new 
inexperienced men. 

The significant cost of turnover in a single 
department. 

What is meant by labor turnover, and what are 
its causes and effects. 
Specimen blanks, record forms, 

tion booklets. 
A whole system for an employment department. 
Plans and charts showing the employment 
manager’s place in the organization. 


and instruc- 


Dept. 26, Ronald Press Co., 20 Vesey St., New York City 
Send me “Hiring the Worker.” After five 
days’ examination I agree to either remit the 
price, $3.00, or return the book to you. 


Methods of Computing Turnover; Plant Sum- 
maries, and Problems relating to Personnel—all go 
to make this volume indispensable as a_ reference 
manual, A division of the book is given over to 
Charts on Organization; to Plans, Matters of Wages, 
Transfers, and Hiring. In showing what it costs to 
maintain a separate employment department, the book 
outlines definitely the items which are ordinarily 
charged to this division of a business. Specimen 
Blanks, Record Forms, and Instruction Booklets are 
presented in this new manual 


“HIRING THE WORKER” 


Systems of organizing employment work and the 
cost of maintenance are definitely explained. Mr. 
Kelly’s interesting volume is based mainly on the 
outcome of a searching inquiry, conducted by an ex- 
pert, into the employment methods of 37 highly 
organized concerns. 

Fill in and mail the coupon, and a copy of the 
book will be sent for your free examination. You 
are privileged to return the volume, if it is not 
satisfactory. 


THE RONALD PRESS CO., 


20 Vesey Street, New York 
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Why Are the Largest Corporations 
Buying the Barrett Adding, Listing 
and Calculating Machine? 


—Some buy it pecause it has a 12 dial capacity. 

—Some buy it because it has right-hand control. 

—Some buy it because it is noiseless in operation. 

—others like the standard flexible keyboard of 81 keys. 

—Others insist on the Barrett because it furnishes a printed proof of 
al! figures in multiplication and division. 

~~Many are attracted by the price but— 


Everyone buys it because it is a portable 
desk machine—simple to operate and can be 
carried to the work. 


The smallest concerns buy it because they 
secure an adding and listing machine and an 
efficient calculating machine for only $250.00. 


Send 

for List 
of 1,000 
Prominent 
Users 


Barrett Adding Machine Co. 
Bulletin Building t hiladelphia, Pa. 
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Business Men 
You can lock up 
valuable papers in 
this Genuine 
Leather Portfolio 
while on an audit 
or traveling. 


Accountants and 


60 Styles, Silk 
Stitched in Brown, 
Russet, Black or 
Black Grain, made 
exceptionally 

This L. L. B. Portfolio, size 16x10 strong, from $4.50 
made of best grade sole to $18.00. 

in black, tan, brown and black 
lk sitched lock and key, $6.75. Express Frepald to any 

Send for catalogue No. 24 Gee back if not satisfied. 

L. L. B. Case Mfg. Co., 5 Cedar St., New York City. 


ANALYSIS PAPER 


Buff and White—Four grades— 
4 to 28 columns wide, in variety 
of styles, always carried in stock, 
padded or loose. 


Send for price list and samples. 
L. H. BIGLOW & COMPANY, Inc. 


62 BROAD STREET 
NEW YORK 


Efficiency 
and a pencil 


A pencil is only a little 
thing but it makes a lot 
of difference in both the 
quality and quantity of 
the day’s work which 
has a premium value in 
these times. 


IXONS 
LDORAD 


is recommended by experts 
for every line of business. The 
quick, easy flow of the leads 
makes writing and figuring 
easter and more rapid. ‘Their 
unusual strength lessens those 
costly interruptions for re- 
sharpening necessary so fre- 
quently with inferior pencils. 


Write us on your letterhead 
for full-length samples. 
Specify which of the 17 true 
degrees you wish or state the 
nature of your pencil work. 


JOSEPH DIXON CRUCIBLE CO. 
Dept. 85-J, Jersey City, N. J. 
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Classified Advertisements 


Copy for Want Ads. must be in our hands by the 22d of the month preceding the date of issue. 


Terms $3.00 an inch, payable in advance. 


HELP WANTED 


SITUATIONS WANTED 


A Large Manufacturing Corporation 


Cambridge, Mass. 


doing a national business, has an exceptional open- 
ing for an experienced Office Executive, 35 to 40 
years of age. Must have unusual executive ability 
and be thoroughly experienced in -office manage- 
ment and office work. Knowledge of Accountancy 
and exceptional ability in handling figures and 
financial details is absolutely essential. 

Salary to start $4,000 per year. 

In applying, state age, education and present 
salary and account in full for time since leaving 
school or college. 

All applications will be treated as strictly con- 
fidential. ‘Typewritten applications preferred. 

This advertisement is intended to appeal to 
high-grade Office Executives employed at good 
salaries and who ordinarily do not consider making 
changes. The position offers opportunities render- 
ing it exceptionally attractive to such men. 


Address Box 664 c/o Journal of Accountancy 


SITUATIONS WANTED 


Wanted 


Position as Accountant or Office Manager 


Young man, age 23, married, graduate of Pace & Pace 
accounting school; five years’ office experience; now in 
charge of accounting department of large organization, 
desires connection with firm of accountants or large 
corporation. 


Address Box 659 c/o Journal of Accountancy 


ey Young man 28, American, 
Position Wante married, Class 4 in Draft, 


with 8 years practical bookkeeping and accounting ex- 


perience in mercantile and manufacturing lines. Now 
employed as head of Accounting Department with large 
manufacturing corporation. Desires position with a 
future. Best of references. 


Address Box 658, c/o Journal of Accountancy 


C.P.A., married (31), thoroughly ex- 
Accountant perienced in manufacturing, municipal, 
banking, etc., can install cost and general accounts 
methods. Am capable of holding executive position, and 
desire responsible position as Auditor or Treasurer with 
large corporation or Senior Accountant with a good 
firm of public accountants. 


Address Box 655 c/o Journal of Accountancy 
36 experienced in public accounting 
Accountant wo:« and as corporation auditor in 


Texas and Oklahoma, desires to form a co-partnership 
with expert accountant of wide experience. Location in 
West or Northwest preferred. 


Address Box 661 ¢/o Journal of Accountancy 


American, age 49, 
married, 20 yearg’ 
including mercantile, 
bankruptcy audits, em 
consider a permanent 
Have 


Accountant-Auditor 


experience in public accounting, 
municipal, public service, court 

bezzlements, systems, etc. Will 
position with a progressive concern after July 1. 
taught higher accounting for years. Not a C.P.A. 


Address Box 660 c/o Journal of Accountancy 


A competent manufacturing 
Cost Accountant cost man capable of taking 
entire charge of general as well as cost accounting. A 
man with the broader vision. Minimum salary four 
thousand dollars. 


Address Box 662 c/o Journal of Accountancy 


MISCELLANEOUS 


Accountant Auditor Statistician 


Report Accountant and Typist 
(Varied Public and Traveling Experience) 
Exceptional experience, references and unusual qualifi- 
cations offered. ingle, American, Christian, draft exempt, 
Correspondence without obligation solicited. Manufactur- 
ing or mercantile concerns preferred. 


Address Box 663 c.o Journal of Accountancy 


C P A established in Kansas City over 20 years, 
° ° ¢ with small but select number of permanent 
experienced assistants, desires working arrangement with 
strong eastern firm to handle work in Middle West. 


Address Box 653 c/o Journal of Accountancy 


A Fem of Certified Public Accountants 


would consider the purchase of the entire practice of a 
public accountant who is desirous of retiring from the 
public accounting field. 


Address Box 656 c/o Journal of Accountancy 


ILVERED 


The Best by Test 


12 samples different patterns sent on receipt 
of 10 cents. 
SPENCERIAN PEN CO. 
349 Broadway 


New York 


SPECIALLY RULED ANALYSIS PAPER 
for Certified Public Accountants 
Carried in Stock 


Sample and price on application. 
Also blanks and account books of every description 
printed to order. 
THE HENRY 0. SHEPARD COMPANY 
632 Sherman St. Chicago, 
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PREPARE—-PROGRESS——PROFIT 


KNOW business and there is an open road to better things. 
Success is a matter of ability plus knowledge. If you 
_ have the former, let us give you the latter. You may pre- 
pare for the C. P. A. examinations in a relatively short time. | 
Study Accounting, Auditing, Law and Economics three evenings 
each week. The fees are unusually low because of the 
Arbuckle Foundation endowment. 


Enrolment may be made at any time jum 
NEWELL DWIGHT HILLIS, President HY | 
For catalogue, address ROY FRASER, Superintendent 


ARBUCKLE INSTITUTE OF ACCOUNTANCY 


Orange and Hicks Streets | Brooklyn, N. Y. 
(Convenient to the Brooklyn Bridge and Subway) 


Coaching ACCOUNTING 


for Accountants’ 


= Examinations Ne For ten years we have stood ‘for ef- 
3 ficiency and HIGH GRADE WORK 
An advanced, thorough course bene 
open only to practicing account- 
ants, and bookkeepers of the Accountancy, Auditing, Factory Cost ‘ 
highest type who have already y Accounting, Business Law, and Spe-' | 
made an extensive study ‘cial Post-Graduate Course in Practical 
Accounting Problems in preparation 
Ninth successful pear. for the C.P.A. Examination. 


Send for catalog. No solicitors or 


= THE WESTERN INSTITUTE agents employed. Prompt, personal 
OF ACCOUNTANCY, COMMERCE service of R. J. Bennett, CA, CP.A, 
SAMUEL F: RACINE, C.P. A. Pres. _Beanett Accountancy Institute | 
Seattle, Wash. 261 Farragut Street, Philadelphia, Pa. 
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“There never was a time 
when there lay upon young 


men the same obligation to read, to study, 
to prepare for advancement as now. The 


fast developing science of business, the 
established branches of economics, the fascinating 
researches into reconstruction problems—all this 


_ material lies before you, in book, magazine, pamphlet, 


and newspaper, to read. The young man and the 
old man who are not acquiring an understanding of 
the new principles and forces at work in this changing world 
are preparing themselves for a stagnant career... . Read, study, 
advance... . Get out of the rut and into the march of the pro- 
gressive.’’—Editorial, New York Evening Mail. 


The Pace Organization has long foreseen this ‘‘fast developing 


science of business”? and has made ready to meet its needs and 
demands. Thousands of Pace Students everywhere are now per- 
forming managerial, organization, and accounting duties of 
great importance—in Government service, as partners in Accountancy 
firms, as business executives. 
The Pace Courses in Accountancy and Business Administration will give 
you immediate, intensive, marketable training in conjunction with your 
business duties. You can study the Courses either in Resident Schools 
or by Extension through the mails. Summer classes are now forming at 
Pace Institute, New York. 


Send for descriptive Bulletin and for complimentary copy of “Your Mar- 
ket Value,” a 36-page booklet which tells how many men and women 
have developed themselves into successful accountants and executives. 


Pace & Pace 
_ Hudson Terminal, 30 Church Street, New York 
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